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Preface 


While this attempt treads the familiar grounds in the theory 
of economic development, it does try to raise certain new 
issues. It is true that the whole subject of economic de¬ 
velopment bristles with controversies and economists never 
agree on a specific issue. It would, therefore, be futile to 
suggest that one could present the complete (or all com¬ 
prehensive) view of the theory of economic development. 
In fact, the whole interest in economic development lies 
in the fascinating controversies that it raises. This attempt, 
if at all, tries to add up a few more controversies. The 
path that this book follows is as under. 

In the first two Chapters some preliminary issues have 
been raised for understanding the process of economic de¬ 
velopment. Why has interest in economic development 
gained a big momentum in recent years? Is it (economic 
development) the same thing as economic growth? Could 
there be any standard yardstick for measuring economic 
development? 

In Chapter ITT we have raised certain problems in 
connection with the utilisation of surplus manpower for 
economic development. We also develop here the theory 
of balanced growth and question whether it can be had in 
isolation of the farm sector. In Chapter IV we try to 
develop the theory of balanced development and also 
discuss the interrelated issues that are raised, like those 
that fall under investment criteria and choice of techniques. 

In Chapter V the problems posed by capital, in the 
theory of development, are discussed. Here we make 
especial analysis of the capital co-efficient concept in order 



to see how far this could be used as an effective tool for 
accumulating capital in developing economies. The follow 
up Chapter VI tries to develop some new approaches on 
the problem of population and employment. The problems 
of planning and price mechanism are tackled in the next 
Chapter VII and an attempt is made here to Integrate 
these in the theory of development. The last Chapter Vm 
provides an overall view of the whole discussion and tries 
to formulate certain policy issues. 


1st June 1978 


V.S. MAHAJAN 
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Introduction 


Economic development is an old problem. In fact, it is 
^ old as history itself, though it has found new perspective 
in recent years. 

The Classical Framework 

While the problem had been actively debated in the 
eighteenth and the early part of the nineteenth century by 
the British classical economists—Adam Smith Ricardo ", 
Malthus' and Mill' through their basic treatise of Econo¬ 
mics, discussions in academic circles and their contribution 
in the form of official documents—it was somehow rele¬ 
gated into the background during the major part of the 
nineteenth and early part of the twentieth centuries. The 
reason for this is easy to make out. The British economy 
had been, by the early part of the 19th century, through 
the industrial revolution and was well poised on the path 
of Rostowian self-sustained growth. It had, besides, built 
up a huge colonial empire. The latter itself had been an 


1. The Wealth of Natione. 

2. On the Principles of Political Economy and Taxation. 
Essays on the Principles of Population. 

i. Principles of Political Economy. 
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important contributing factor to the British prosperity. 
Their interest had therefore shifted from initiating the 
process of economic development to that of maintaining a 
high level of prosperity. 

Even so, Marx and Schumpeter, appearing on the 
scene in the later part of this period, had mainly been 
preoccupied with analysing the forces behind the process of 
economic development, though their conclusions have been 
so different from one another. While Marx‘ has tried to 
build up the theory of socialism with a complete state 
control over the means of production and distribution, 
Schumpeter'* has followed a diametrically opposite path. He 
has mainly stressed on the benevolent role played by the 
private sector, through innovators and their followers, in 
stimulating as well as sustaining the whole process of rapid 
economic development. Thus he was against state inter¬ 
vention and was a keen advocate of laissez faire policy. 

Thus right from Adam Smith to Schumpeter the basic 
interest of economists was in economic development, 
though the intensity of such interest, as it has already been 
argued out in the previous paragraph, had considerably 
diminished in the later period. These economists had 
generally discussed how a particular economy was 
able to start on the process of economic development or 
what were the forces at work which brought this about, 
how it was accelerated and further how there came about 
deceleration in the development rate which brought the entire 
economy to a temporary halt, and ultimately how it was re¬ 
charged—the time lag of recharging was directly in propor¬ 
tion to the intensity of new forces that were automatically set 
in motion to disturb the inertia. Thus, in their analysis, 
though the economy was subjected to periodical fluctuations, 
it was continuously developing (excepting in the Marxian 
approach where an excessive accumulation of the organic 


iy. Capital. 

6. The Theory of Economic Development. 
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capital by the capitalists would result in causing a permanent 
hardship to the masses as well as to the economy)/ 

As we proceed with the text, it would be noted that 
the classical framework no longer provides solution to the 
problem of economic development of the present developing 
economies. All these economists (excepting Marx) worked 
within the laissez faire framework. In fact, they had re¬ 
peatedly warned that a serious damage would be done to the 
economy if the government were to interfere frequently in 
the economic system. Now it is generally recognised that, 
without such interference (or the introduction of planning) 
no developing economy would be able to climb up the lad¬ 
der of economic development. Of course, there is the impor¬ 
tant issue of the degree of interference by the State. We are 
devoting a full chapter to this (Chapter VU). 

The rest of this chapter is devoted to highlight the for¬ 
ces that have been active, in the past few decades, in arous¬ 
ing especial interest in the problem of development of the so- 
called developing economics. 

Colonialism 

As it could be construed from the discussion in the pre¬ 
vious section, one of the major reasons for relegating inter¬ 
est in economic development into die background, for nearly 
a century prior to the second World War, was that a large 
number of countries in Asia, Africa and Latin America— 

which are now labelled as members of the TTiird World_ 

were in one way or the other controlled by a handful of coun¬ 
tries in the Western Europe, which enjoyed a high degree of 
prosperity. The economies, that they ruled, were, on the 
other hand, extremely poor and the major source of income 
of their inhabitants was subsistence farming. 


• 

7. From thin it wa^ logical fur Marx to coucludu that capitaliam wouJd 
be peruuiuciitly cruaJicd uud tbc State, einbud^ing tlie aapiratiuu^ 
of the people, would be all powerful. However, tiuboequcut lustor 7 
huH belied the Marxian logic. 
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Despite poverty of the local inhabitants, almost all 
these economies were quite rich in natural (minerals and 
agricultural) resources. There is no surprise, therefore, 
that the process of colonisation was at its height when the 
West was undergoing a quick industrial revolution, which 
had necessitated the import of primary raw materials. 

Besides, the products of modern mass scale industries 
could not have been sold exclusively in the domestic market 
of the Western nations which happened to be too small for 
these. Here there could have been no better outlet than 
colonies. The latter, therefore, served a dual purpose. They 
provided the necessary raw materials, on the one hand, and 
also absorbed a major part of the industrial output of deve¬ 
loped economies, on the other. 

Dualism 

Thus colonies which were rich in natural resources, 
also became favourite grounds for ruthless exploitation by 
the foreigners. While this helped to promote prosperity 
in the Western economies, this hardly brought about any 
change in the economic status of the inhabitants in these 
colonies. Rather, a systematic depletion of the resources 
of the latter (especially minerals) encouraged the emer¬ 
gence of dualistic pattern in their development. In their 
domestic economy, extreme poverty (embracing the larg¬ 
est possible number of the local inhabitants) coexisted with 
exceptional affluence (confined to a few metropolitan towns 
controlled by the forei^ers). The latter were mainly 
engaged in modern banking, finance, trade and business. 

It would, however, be harsh to conclude from the 
above that because of this dualism the backward sector in 
the colonial economies continued to remain in perpetual 
backwardness. Frequent jerks and shocks were injected 
into the system. These, however, had failed to make any 
significant impact on these economies, which, by and large, 
continued to practice the traditional mode of production! 
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Dualism has thus proved to be extremely harmful for the 
growth of these economies, 

Boeke Reconsidered 

One also finds it hard to agree with Boeke* that 
there was no escape from dualism. In his opinion, the 
poor (colonial) economies and the rich (Western) economies 
were two mutually exclusive sets of economies and they 
could, therefore, have no common meeting ground. In 
other words, dualism was a natural phenomenon and should 
have caused no surprise. 

By arguing in this way Boeke was merely trying to 
capitalise Kipling’s notorious version of the East and the 
West civilisation, (that is) “East is East and West is West 
and twain shall never meet.” Higgins’ has rightly pointed 
out that Boeke has unnecessarily been stretching this point, 
that is, socio-economic difference between the rich and the 
poor economies. These are not mutually exclusive econo¬ 
mics but rather mutually interdependent ones. In fact, the 
creation of dualism, at the international level, has acted as 
a great barrier to a rapid expansion of the world trade. 

Even granting that what Boeke said was true, then 
how is one to account for the occurrence of a rapid trans¬ 
formation both in the outlook as well as in the behavioral 
pattern of the people in developing economies, after they 
have been exposed to the impact of modem technology 
borrowed from the Western countries ? Does it not make a 
farce of the sociological dualism ? Also, had not many of the 
Western Economies themselves suffered from this handicap 
when modem technology was yet to be introduced there ^ 
It was only after the introduction of such technology that 
a cjuick economic transformation look place in these 
economies. 

Almost the same process is being repeated at present 


8 . 


.T. II. n.cla-. ICroiiomirH anti Kronowic VoUrif of Dual Sorotirs 
X<w York. lOr.S, p. 103. 

n. TfiirtrnjH, FroJioniir Jtfvrtopmrnl, I.on'loii, lO'O, pji. 288 203. 
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in developing economies. So long as these were isolated 
from the world community and had to live on backward 
technology, sociological backwardness too prevailed—not 
because the people were so different from their counterparts 
in the West but because they were forced to live under a 
totally different environment. And once the environment 
was changed, these people behaved in exactly the same 
way as those in developed economies. 

Dualism was therefore not a natural phenomenon, but 
it appears to have been deliberately imposed on the colonies 
to keep them in a state of perpetual backwardness. It was 
feared that if such dualism was to go, it would have caused 
an adverse impact on income, output and employment in 
advanced countries. 

Beginning of the Change 

A change in the attitude of the Western powers towards 
the colonies was, however, visible from the early part of 
the present century. Perhaps the most important single 
factor provoking this change was the fast growth of modem 
means of transportation and communication. These had 
reduced isolation both at the international as well as at 
national levels, and thereby facilitated the mobility of factors 
of production at international level. 

Colonial Transport Policies—India’s Case Study 

As one could have well anticipated, these facilities 
were slow to penetrate at the colonial level. These facilities 
were generally created from the point of view of the mainte¬ 
nance of law and order and also for facilitating the export 
of raw materials on the one hand, and the distribution of 
imported manufactures within the colonial frontiers, on 
the other hand. 

Taking the specific example of India, we find that the 
development of railways during the British period was 
done to serve these very ends. Greater attention had been 
given to link the major Indian ports with the principal raw 
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material producing centres in the interior than to link the 
various towns in the interior with one another. The latter, 
it was feared, would only stimulate local industrialisation, 
which was against the interests of the British manufacturers. 

To make such industrialisation further difficult and 
also to encourage an extended distribution of the imported 
manufactured goods, discriminatory freight rates were 
charged for the movement of traffic over similar distances. 
For instance, a higher freight rate was charged for the 
movement of traffic between two points within the country 
than for the same traffic moving between the port and the 
interior point, covering the same distance. 

Further, notwithstanding that the whole of the railway 
development was financed through raising private capital in 
the London market, it imposed a very heavy debt burden 
on the domestic economy which was quite out of propor¬ 
tion to the benefit derived by the local population. TTie 
government of India had also guaranteed a fixed rate of 
return on such movement (irrespective of whether railwav’ 
companies made any profit or not), which itself was out of 
proportion to the paying capacity of the locals as well as 
in relationship to the service rendered to them. 

The gain that the local economy was able to enjoy 
because of the commercial effect of railways was mainly 
confirmed to the periphery. This conclusion is a good deal 
different from the one arrived at by Vera Anstey.’" She 
stresses mainly the commercial and social effects of railways 
on the Indian nationals but forgets that the gain to Britain 
was several times larger than that had by the locals. Helen 
Lamb” appears to be more realistic when she says that 
much of the growth potential of the railways was lost when 
all equipment and stores were imported from the U.K. and 


10 . Kconomir Dfi'ilopmcni of Intlio, I^oinlon, (4tli IM. 10.>2), Nt‘\v 

T>riprCH.nion, 1957, pp. 143-48* 

! 1 . T!conomic T)crrlopmrHi of Tfrnzil, Tnflia, tntfl Jooon, (Kd. Simon 
Kuznots nful otlicrK). Roo ITcJon Tl. T^nn»l)’s nrtitdo on iho Stato 
nnd Frnnoinif povolopmopt \n Tndin, 'Espccinlly, p. 404 . 
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no attempts were made to manufacture these locally. Local 
manufacture could have served as a nucleus for the setting 
up of the modern engineering industry. 

Thus India’s case study, which happened to be the 
most important British colony with extensive geographical 
area and a large population, suggests the limited impact of 
modern transport facilities on the colonial economy. 

Even so, these facilities brought about several new 
developments in the local social and political atmosphere. 
For instance, it had considerably increased the mobility of 
the people and thereby increased their contact with their 
own countrymen as well as with foreigners—such contact 
encouraged considerably economic and political awakening 
among the local population. 

Steam Boats and the Colonies 

However, it was the opening up of the world routes to 
travel by the steam propelled ships, in particular, that en¬ 
couraged extensive contact of those in colonies with the 
Western people. This proved extremely beneficial for the 
building up of a new perspective of the colonial problem. 
Tlie enlightened foreigners were now able to have first hand 
information about the extent of exploitation that was being 
practised in these colonies and also to know about the 
pitiably low standard of living of their nationals. Such 
contact, therefore, helped in winning over the sympathies 
as well as the moral support of the foreigners for the colo¬ 
nies, who, later on, played a crucial role in pushing through 
the whole programme of social, economic and f>olitical 
reforms in these colonies. 

Such contact with foreigners, as well, had a profound 
effect on the whole level of thinking among the leaders in 
these colonies. They compared the low rate of develop¬ 
ment (or high rate of exploitation) with a high rate of 
development to be found in the Western countries. This 
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was sufficient to spark off native tension. Though the 
initial flare ups were ruthlessly crushed by the foreigners, 
these nonetheless served as a good starting point for making 
the foreigners adopt a new attitude toward colonies. They 
realised that it was no longer possible for them to exploit 
these colonies as was done in the past. 

Other Components of the Infrastructure 

It might be questioned at the same time if the high¬ 
lighting of the role of transport facilities in the development 
of developing economies means that these were the only 
development oriented activities in the whole armoury ol 
infrastructure? Notwithstanding that these facilities did 
play an important role in internationalising the mobility of 
factors of production as well as of new ideas and technology, 
but surely one could not overlook the important role played 
by other components of infrastructure, especially education. 

However, we are not minimising the role played by 
other components of infrastructure. But what we are 
trying to lay emphasis here is the fact that without transport 
facilities these components would not have made significant 
impact on these economies. For instance, the growth ot 
education itself owned much to the expansion of transport 
facilities. 

Summary 

Summing up, it would be just to add that the spread 
of modern means of transport and communications had 
played the most significant role in removing geographical 
isolation as well as in encouraging the spread of educational 
facilities and modern technology. 

Fresh Jerks 

While global transport and communication facilities 
had disturbed the colonial pattern, fresh jerks were further 
injected into the system as a consequence of the long drawn 
out First World War (with its global character) and the 
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1917 Russian Revolution (which was hailed as a significant 
victory of the workers over the tyranny of the capitalists). 

First World War 

It was not that all the Western powers had been able to 
set up their colonial empires. Such a privileged position 
had only been enjoyed by a handful of countries—^principally 
the UK, France, Holland, and on a smaller scale by Spain 
and Portugal. This, however, had been deeply resented by 
some other powers, principally by Germany, who could not 
tolerate their neighbours ruling over such a vast territory. 
Besides, as by the early part of the present century there was 
no land left which could be colonised, the situation was fur¬ 
ther aggravated. The alternative course that was now left 
before the disgruntled nations was to go in for a global war 
which could help them to establish their supremacy over 
the existing powers as well as on the colonies. This as much 
amounts to suggesting that one of the principal factors, 
behind the first World War, was that Germany was quite 
keen to gain a foothold over the French and the British 

colonies. 

Though Germany had been defeated, the war itself 
had proved beneficial for the colonies inasmuch as the 
foreigners had adopted a helpful attitude toward these 
colonies. The establishment of the International Labour 
Organisation (ILO) after the First World War, which had 
accorded an honourable place to the workers in the world 
society, was a modest step in this direction. Further, the fact 
that most of the colonies had ratified the various resolutions 
passed by the ILO, which aimed at raising the welfare norms 
of the workers, was also a good indicator of the fact that 
foreigners had realised that they could no longer suppress 
the legitimate aspirations of the nationals in these colonies. 

1917 Revolution 

No doubt, besides the global conflict, the October 1917 
Revolution in Rusia had also played its role in the creation 
of International Labour Organisation. It was thought that 



Introduction 


11 


the Western democratic values, which were so essential for 
the establishment of free societies,^ were at a severe stake. 
It was therefore essential that counter-measures were 
adopted to check the spread of communism. 

These measures were mainly confined to: (a) promoting 
economic development in colonies so that income and level 
of living of their nationals were raised which would be a 
very safe way of keeping them away from communism ; and 
(b) formulating programmes for the welfare of the people. 
In fact both these were interdependent for it was not possi¬ 
ble to put into practice the programmes for the welfare of the 
people unless the colonies had the necessary means to meet 
their cost. 

Summary 

Thus both the First World War and the 1917 Revolu¬ 
tion had proved extremely beneficial for promoting a new 
line of thinking by the Western powers toward their colonics 
and dependencies. 

Slow Progress During Inter>War Period 

Judging from the series of jerks that had been given 
during the early period of the present century, the progress 
made during the inter-war period in raising the level of 
development in poor countries was indeed disappointing. 
It appears that in the early half of this twenty-year-period 
the Western nations could barely get time to recover from 
the devastating effect of the First World War on their 
domestic economies. And the moment they were able to 
find some breathing space, they were engulfed in a world¬ 
wide depression of an intensity which was unknown hitherto. 
This depression, which had persisted for a very long dura¬ 
tion, brought about a colossal suffering on the millions of 


It Htrange that wUUo the Wostoru eaiatali^t cconojiiio^ talked of 
the pr<*Mf*rvatioti of the democratic valuta at tho I iil iTiait ional 
level, they iinpo.sed a totally difTerciit net of valuer over tluir 
colODica. 
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people all over the globe. Briefly, the inter-war period^ on 
the whole, appears to have imposed a severe strain on the 
world economy in general and those in the Western coun¬ 
tries in particular, so much so that the latter were con¬ 
strained from rendering any active economic assistance to 
their colonies. 

But this could only be a partial explanation for the 
lack of interest in the economic developmen of colonies. 
Perhaps a far more powerful excuse was that the Western 
powers wanted to postpone, as far as they could, the 
development of their colonies, or at best adopt those mea¬ 
sures which only touched cursorily the basic issues in their 
development. The adoption of such an attitude by the 
forf’.igners also appears to be due to the fact that, in view 
of the upsurge of nationalism in these colonies, the foreign¬ 
ers were not quite sure as to how long they could stay on 
in their colonies. Thus they generally favoured develop¬ 
ment expenditure at the minimum possible level, just to 
maintain the status quo in these economies. 

The Second World War and Quittal by Foreigners 

Foreigners would have perhaps hung on to their colo¬ 
nies, as they had done in the past, if the Second World War 
had not intervened in 1939. This, in fact, provided the 
linal spark off for the quittal by foreigners from the colo¬ 
nies. This time again the pattern of war was the same as 
in 1914, except that besides Germany, Japan had also 
emerged as a new power in the East and was determined to 
conquer European colonies in the East and South East 
Asian countries. 

Thus an objective analysis of the factors behind the 
Second World War also suggests that it was mainly the 
struggle between the world powers who had colonial empires 
(like Britain and France) or huge geographical area (like 
Russia) on the one hand and major non-colonial powers like 
Germany, Italy and Japan on the other. 

The major outcome of this War was that the colonics 
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got their freedom much earlier than they had expected. 
This War, therefore, proved a great blessing for them. 

The United Nations 

The Second World War was as well the major instru¬ 
ment for the setting up of a successful global organisation 
—the United Nations—which is thought to be a symbol of 
international co-operation. (Incidentally the major factor 
for the failure of the League of Nations, which had been 
set up after the First World War, was its partisan character 
—being a sort of club of the affluent countries in the West. 
Not to talk of encouraging co-operation at the international 
level, this organisation could hardly have co-operation even 
among the member countries who, for most of the time, were 
at loggerheads with one another.) 

The United Nations as well as its afliliate, the World 
Bank, have been the major instruments for promoting 
economic development at the inteniational level. The 
framers of the charter of the U.N. had fully realised that 
international co-operation could not be had unless developed 
economies showed an active interest in the economic welfare 
of growing economies. 

In pursuance of this, the UN has been displaying an 
especial interest, in developing economies, through its three- 
dimensional approach: (a) it sends out Missions of Experts 
to these countries to study the various aspecs of the^r 
economies and, in the light of these studies, makes out 
appropriate recommendations; (b) it provides technical 
assistance to these economies, as it has been found that one 
of the principal factors inhibiting their development is the 
lack of technical knowledge; and (c) it provides them with 
necessary financial assistance through the World Bank and 
its affiliates, the International Finance Corporation (IFC) 
and the In'crnational Development Association (IDA), and 
thereby enables them to execute their various programmes 
of development. 

This three-dimensional approach, in spite of its limita- 
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tions, has proved to be of a great help in encouraging a 
scientific approach to the whole process of economic 
development in growing economies. 


This is how the UN has been functioning and has come 
to acquire an important status in the international affairs. 
Its various Regional Economic Commissions have been 
actively engaged in studying the various economic and 
technical problems faced by the member countries at the 
regional level and have been making valuable suggestions 
in the light of these studies. 


Summing Up 

The long spell of colonisation has been the most 
important single factor which has stood in the way of 
economic development of poor economies. 

The dualistic pattern of growth, facing developing 
economies, has not been a natural phenomenon, but it has 
been deliberately created by the Western powers to satisfy 
their selfish design to keep the local economies perpetually 
depressed. 

However, the fast growth of the means of transport and 
communications, the 1917 Russian Revolution, and the 
two successive international conflicts, have played an 
important role in bringing about a drastic change in the 
whole attitude of foreigners towards their colonies. 

An accelerated interest in the welfare of growing 
economies is a recent phenomenon and it has been the out¬ 
come of these factors: (a) the emancipation of colonies 
from foreign rule; and (b) the dynamic role played by the 
United Nations in general and the World Bank (including 
its afiiliates) in particular in their developing economies’ 
economic betterment. 




Some Preliminary Issues 


Introduction 


We shall take up in this chapter some of the preliminary 
issues raised in connection with the study of economic de¬ 
velopment. 

It is sometimes suggested that economic growth is 
same as economic development, or that the two are fre¬ 
quently interchangeable.* As our analysis would suggest the 
two sure not the same. Further, while discussing economic 
growth we would touch on a controversial issue, which has 
so frequently been debated by the growth economists; is the 
optimal growth path same as the full employment path ? 
Since this has also relevance to the development economics, 
an understanding of this would bring clarity in the latter. 

And if development is not same as growth, then what 
is it? How does it differ from growth? Besides, is it possi- 



For iiiHtuncf, Biiiion Kuziiutti bays “ ilodcra ecoiiouiics growth of 
any ouu uatiou is a process of sliiftiiig from uudordoveloi^cd to 
developed groups.” Hee A(/rici(ltiirc and Econaimc Dti-tloittntnl, 
edited l>y C*. Kitlier and 1. itt, 1904, i>. 1U3. See also Ku/-iie1s 
Modern Economic Growth, Chapter 1. According to this delinitioii 
economic growth involves a change in tho banlc structure of produc¬ 
tion ill tho conoiny, a shift from outmoded technology to a uiodeDi 
oiio. I think this is a field that should logitiuiately belong to de* 
vclopincnt economics and not to growth economics. 
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ble to develop a suitable norm to measure it? Or which is 
the same thing as saying, in what ways does the adoption of 
national income approach a superior approach to the alter¬ 
native approaches available? 


Defining Economic Growth 


Any definition of economic growth is going to be debat¬ 
able, and so our definition is open to criticism. In our opi¬ 
nion, economic growth broadly suggests the operation of 
forces which would help to maintain the growth rate of in¬ 
come at a level equivalent to the optimal’ (full capacity) 
path of the economy. We would elaborate these terms used 
in the definition—‘broadly suggests’, ‘maintain the growth 
rate’, ‘optimal path of the economy’. 


The use of the term ‘broadly* is done in view of the fact 
that we could at most point out the possibility of occurrence 
of those events which were associated with economic growth. 
Whether these actually occurred or not, that nobody could 
say. 


‘Maintain the growth rate of income*, implies that a 
certain growth rate in income would be necessary for the 
maintenance of the steady growth path. This growth rate, 
in other words, would conform to that level of income where 
resources of the community were fully employed, or this 
could also be called the growth rate needed to maintain full 
employment. 

‘Optimal path of the economy’ is correlated with steady 
growth path. That is, the growth rate should be such as 
to ensure an optimal use of the resources available—or, which 


2. Tile use of the word ^superficial’ in place of ‘broad’ \TOuld BOiiud 
riitlior hursli, tlioii^Ii at one lime we thouglit of xisiitg it. We 
gave it up, after considerable thought, as it would distort the 
oporational aspect of economic growth and would make it look too 
vague, too far removed from reality. The use of the word ‘broadly’ 
was found harmless as it would not introduce those anonuijius 
wliich were usually associated with the use of the word ‘superficial’. 

3. Steady growth being subsumed in the definition—it by itself 
becomes superficial. 
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is the same thing, should encourage the use of resources at 
full employment level. 

From the above exposition, a fundamental issue is 
raised. When we talk ot optimal growth path, how far are 
we Justified in suggesting—as done above (2, 3 )—that it 
would be equivalent to full employment path ? In other 
words, can we assume that optimal capacity—in the strict 
technical sense—could be no dilfereni from the full employ¬ 
ment capacity ? Further, art we justified in equating human 
capacity (measured in terms of the effort made as well as the 
input of intelligence—dexterity') in the same way as we do 
with a machine’s capacity ? 

Optimal Capacity 

When we use the term optimal capacity, it does suggest 
that there is only one productivity norm in the society, which 
conforms to the existing (or the created) capacity. The 
latter being equivalent to the maintenance of full employ¬ 
ment, if production were to be extended beyond this norm 
it would show cracks in the economic system—the intensity 
of which would be directly proportional to the degree of the 
excessive use of the capacity. 

This might as well be put the other way round, that is, 
if tlie economic system were to operate below the existing 
capacity, cracks would still appear for the simple reason 
that at under-full-employmcnt situation there would be non- 
optimal use of capacity. 

Some might have serious doubts in equating technical 
(engineering) capacity with optimal economic capacity. They 
might even argue out that while engineering capacity is an 
operational norm—emphasising on the technological possi¬ 
bility of the production apparatus, the optimal economic 


4. HotJj intelliKC'iico and di-xtcrity <-oinm!Ui<l 11i(' sjiiiii- il'-gretj 

of iuiportunco iu ajiy devclopiiicnt niodcL Tliougb dexterity is used 
in phyniciil tcriiih—fur iiihtauee, how clever an operative it? in 
duetionp this could nontheless be difllciilt to svparat-e from iiitelli- 
gence^ for the latter would be reneeted in the degree of dexterity 
exerciticd by an individual operative. 
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capacity on the other hand would merely indicate the best 
possible production norm for the economy which should be 
achieved for the maximisation of the overall welfare. 

It is difficult to appreciate this sort of distinction bet¬ 
ween the two—that is, what is operationally possible in the 
technological sense might or might not be possible in the 
economic jargon. If the capacity is designed for the full em- 
ployment of resources then one does not see any reason why 
this should not as well satisfy the alternative condition of wel- 
tare maximisation, which is already subsumed in the optimal¬ 
ity condition. Of course it is a different thing when the 
capacity designed itself does not conform to the full employ¬ 
ment situation. But then the fault would not be with the 
designers of the capacity but with the economists who have 
tailed to suggest appropriate capacity. 

If we accept this line of thinking then there is no differ¬ 
ence between the engineering capacity and the economic 


Human Capacity 


Lb i ■ BA _ • . « B we also treat the 

human capacity in the same way as we treat'the machine 

capacity? In other words, could we make a rational com¬ 
parison between the human working capacity and the mach¬ 
ine s operative capacity? 


It would be extremely difficult to define optimal input 
of a labourer. All that can be said is that when a labourer’s 
input conformed to optimal machine output then this input 
would be equivalent to optimal input by a labourer. TOs 
as much amounts to stating that wliile framing the optimal 
plant capacity a labourer’s input that would be available for 
achieving this has already been taken care of.® 

This further implies that a labourer’s input is a depend¬ 
ent variable as much as that his performance, under normal 


Ti. 


riiat i» Inliourers ^nth appropriate technical skills have been 
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synchronise with the technical capacity 
availab e. This is a hkely possibility especially when the 

accumulation of technical skills over time has already creat¬ 
ed a norm—this might be the optimal norm, for the full 
capacity performance by the labourers, and the same has 
also been built into the plant design. The other possible 
explanation for this could be that with a rapid switch over 
to automation, as a consequence of advancement in science 
technology, most of the manufacturing processes have 

t^en so much routinised that these do not demand especial 
skills from the operatives * 

1. Special Processes CaUing for a High Degree of Deft- 
could as well approach the issue from another 
angle. It is found that it has been the growing scarcity of 
labourers that has encouraged the adoption of automation ' 
However, this might not be the case with aU processes 
especially those where a high degree of operators' deftness.' 
IS called for. To the extent this situation of the non-con- 
vcrsion of all human skills into mechanical operations 
prevails, it would not be possible to relate mechine capacity 
to optimal skill norms of the labourers—that is, how much 
they would be able to produce if certain capacity were avail- 


Thin doca not mean that tho economy wouJd bo lucking in .special 
bkilltt—that 18 , hkills* that demand a high degree of spcciali&alJou 
ttiid pertKiual judgement. A rupitl advance in M'ience and licli' 
nology would not be pobsible in tho ubbeuco of such bkKU. lu 
otlier word», the very creation of new tccJiui<iue», which miiumi^e 
the UHe of special skills of labourers^ is itself the result of special 
ofTorts made for creating these techniques. This, in oilier words, 
nieaiis that a rapid advance in science and technology can proceed 
with just a routine performance \iy a majority of tlio labourcrH. 

7. Tlsit in, to replace as much of labour input by iiieehaiiica) opera¬ 
tion as possible. 

8. This would I>r different from a high degree of speeialiHation to 
wliich we liad referred to earlier. This speeialisation woultl bo at the 
level of seiontiKtH and other firlinicians. The specialiKation at tlio 

level of operator, however, is mainly concerned with his di ftness_tliat 

IS, with his ability to attend to a particular job which mo»t of his 
colleagues eannot attend to. The job of a pure specialist, on the 
of here hand, is to reduce as many of physical oprTafins to i\\Q 
minimal level as possible, through appropriate technical changes in 
techniques of production. 
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able. Here the capacity itself would have to be tamed to 
the special skills possessed by these labourers.® 

However, the above is an exception than the general 
rule and is more likely to be found in developing economies 
rather than in developed ones. In the latter most of the 
.skills of the labourers have already been transmitted into 
machine capacity (in terms of optimal labour input) and as 
such there is not the problem of non-optimal behaviour of 
such capacity from the point of view of full employment. 
Here therefore the optimal machine capacity could be a 
reliable index for maintaining full employment of resources 
in the economy. 

2. Developkig Economies Need Different Tools: But 
when we extend the above analysis to developing economies, 
we would have to use quite different tools. That is, while 
full employment and optimal (machine) capacity still play 
their important role the latter would not have the same 
significance as in developed economies. In other words, 
there would have to be an appropriate synthesis of technical 
capacity with that of labourers’ deftness,’” so as to meet the 
peculiar requirements of a growing economy. 

Briefly, the concept of optimal capacity, as used in 
the growth economics, would have very little relevance for 
developing economies. As we analyse the development 
process, in the following section, we would notice that more 
and more difficulties are faced while using the optimal 
capacity approach in developing economies. 

Economic Growth and Developing Economies 

Returning to the definition of economic growth—given 
earlier, it is obvious that it would only be of an academic 


y. TauiiiiK of tcchincjue to the need of operatives is another way of 
exprcasinB the utter lielplessiiess of tceliiiiciaiis to routiiiise these 
job specifications through appropriate techniques. 

10. This also suggests that individual labourer’s deftness plays a far 
more significant role in a lower level of development of an economy 
than at a higher level of devolopnieiit where much of this dcftues.s 
has already been transformed into the machine capacity. 
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interest to developing economies whose basic problems are 
so very different from those of developed economies. The 
former are not interested in the maintenance of the optimal 
growth path—corresponding to full employment of resour¬ 
ces (which is of deep interest for developed economies), but 
are primarily interested in building up an absolutely new 
path. In other words, the basic characteristics of the two 
economies are so fundamentally diffeient" that a totally 
new approach is called for while dealing with developing 
economies. A vigorous attack would have to be made 
initially on their current low level of development before 
they are able to reach the optimal growth path, as analysed 
in the previous section. 

In simple language there would have to be a structural 
transformation of the entire economic framework in develop¬ 
ing economies before they are able to achieve economic 
development. Such transformation would call for a rapid 
change in the existing mode of production as well as in the 
social norms of the society. The existing pattern of produc¬ 
tion being so much out of tune with the rapid advances in 
science and technology it would have to be drastically 
changed, if not totally scrapped. Further, the existing 
customs, traditions, family relations and the whole gamut 
of values are such a great barrier in the path of creating an 
economic man that these would have to be gradually modi¬ 
fied. Economic development would therefore only occur if 
people show a high degree of response to new technology, 
education and changed economic organisation. 

Occupational Shift 

More and more people would have to shift from the 
traditional agriculture—as it gets commercialised—to alter- 


3. 


TbiK. of courso iiooH M«t ...can tlunt ^ host of 

smooth procesB. This i.s bound to bring m .ts travn.l a h. st of 

now problomn and gr-.u-raU. in th-’ prova.l...g 

A BoHotT which has a groalor !>»i!d in cap.y.ty to 
dislurbaiiroH would have u groalcr dovr-loptnont.al cainu-ity tli.tn tho 

one which \s slow to absorli 
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native occupations. Such occupational shift of the people 
would encourage rapid industrialisation. Putting it slightly 
differently, a rapid growth of industrialisation under such 
change, would itself be absorbing a large number of the 
labourers. There would thus be a redistribution of the 
gainfully employed people from the low income occupations 
to productive ones or from technically inferior to techni¬ 
cally superior ones. Equally economic development would 
shift population from primary to secondary occupations, 
and, later, from secondary to tertiary occupations. 

One would of course not question mapping out the 

path of occupational shift, as done above; but the basic 

question is, how much time would it take to affect occu¬ 
pational change? 

It has to be admitted with all frankness that, if not 
impossible, it would be an extremely difficult job to suggest 
a time path for occupational change. All that can be said 
is that it is going to be a fairly lengthy process. In other 
words, the process of transformation from the traditional 
economy to the modem one is going to take quite some- 
bme. Further, the economy would have to maintain a 
fairly high tempo of development over a long period. That 
is (discontinuous) development, like two|three years of high 
development followed by a similar period of low develop¬ 
ment, is not the subject of our interest. We are concerned 
with sustained development—or development escalating up¬ 
wards at a fairly high speed. 

Saving 

When the rate of development is fairly sustained, from 
it also follows that the economy is as well having a high 
rate of saving, for, without this, it would not be possible to 
sustain a high rate of development. Further, saving would 
mostly be in the shape of domestic saving, though a develop¬ 
ing economy could draw upon foreign saving (through bor¬ 
rowing from other countries) but this has necessarily to be 
a short period phenomenon. And the latter could only 
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happen if foreign saving were productively invested, so as 
to maximise the rate of domestic saving. This sums up to 
saying that a high growth rate of domestic saving is a neces- 
sary precondition of economic development. 

Summary : If we knit together all what we have said 
above, it becomes obvious that economic development 
involves a comprehensive (structural) change in the econo- 
—covering techniques of production, nature of produc¬ 
tion, as well as the social and political framework. And 
this change should be for a fairly long period, (of course, 
the timing of such a change would vary from country to 
country and would depend upon the level of development 
that has already been reached). Further, economic develop¬ 
ment is quite different from economic growth, as, in the 
latter, hardly any structural change is involved—rather, the 
economy’s main concern is to maintain the optimal growth 
path.’“ 

National Income 

In the previous section a good deal of emphasis has 


12* This has alreatly hcvn Hkilfully lacklctl in Ilarro^l’s (Seo 

for iniitancc^ Part One of Growth Kconomicif, edited by Amartya 
Sen, Penguins). Uarrod puts a large emphasis ou the coinnmnily^s 
optimal rate of saving whieli is the key variable in the pro^’es^ of 
steady growth. If tho cornmuuity saves loss or more than fho 
saving warranted by tho optimal growth rate of ooonoiny, then 
destablising forces would be let loone, wiiich would so clislort the 
growtli fujth of tin* <cMioriiy that it would not bo able to return 
to tho position of Hfability. 'Fhaf is, onee instability has Immui iTifr<i- 
duced it would have a prTpetual adverse impart and <a»usiM|uent ly 
from the point of view of full omidoyrnont it is in*ce.ssary that ibn 
oconoiny never slips away fiauu the i>a( 1i of sfc'ady gri>u I h. 
Notwithstanding fla^ fact that this model is open to obji*ctions 
which mainly spring from tho rigid eouditions of stahirdy laid 
down by Harrod for steady growth, it is still riOevant for dev(‘l<>j)' 
ing economics in so far it brings out the central rule of domosMe 
HUVJlig. The devdopiiig oeonouiies, trying to rely e>:c(‘ssively on 
foreign saving, have often ronie to grief, as foreign saving is no 
substitute for donicstie saving. The former are only useful tu llir* 
extent that they promote* domestic saving. If thesi* arc dis.sipatcd 
on consumption or on building nsseis of douldful utility then these 
W'Ould liecfune a btj^ biird‘*a on tho itoiiiuv ami thcr<‘bv retar<l 
economic de\a*tf>pae‘iif. Thu ITai rod's ai»|U‘oric|i tii doincsth* s‘»vitiif 
provides a good guideline for devilojunmt to <leve]o|iing rs’onoinics, 
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been laid on the emergence of a new income path as a result 
of the structural changes in the economy. From this it also 
follows that we have consciously been using income as a 
standard yardstick for measuring economic development. 
How far is this justified? 

When we put emphasis on income as a suitable yard¬ 
stick for evaluating economic development, we are at the 
same time suggesting that there is no better alternative 
measurement which could do full justice to this concept. 
Let us for the sake of exploration analyse the possible alter¬ 
natives which could have been used but nonetheless are not 
being used. For instance, one could think of a high growth 
rate of output in physical term, or of longevity (growing life 
span), or of rising literacy level, or even use a purely welfare 
yardstick like the level of contentment of the people, etc. 

Let us have a close look at these. 

1. ‘Output in physical units’. It is true that output 
in physical units would provide us with a useful measuring 
rod for economic development, as when output would be 
growing, both in aggregative as well as in per capita terms 
it would also be concluded from this that there has been 
economic development. And, if output has been rising at 
a very sluggish rate, it would take a very long time to achieve 
economic development. These are logical conclusions whi(;h 
would not be disputed. 

However, as one probes deep certain disturbing issues 
come to the surface. When we talk of output, does it mean 
that output of all types of commodities and services could 
be measured by a single homogeneous measuring unit? Not 
to talk of difficulties faced in evaluating output of diverse 
commodities,’" considerable difficulties would have to be 
faced even while trying to group together the output of 


13. For instance tlio output of stool would ho in tonus of tonnes, wliile 
that of oil in tonus of litr.-* and of cloth in metro. All throe lUffer- 
ont mo.nsurine: units testify how difficult it is to reduce those 
anil oilier coinnioditios to a common unit. Even if this wore done, 
it would ho liiphly nrbitrarj' 
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various products under the same commodity group.’* Diffi¬ 
culties become even more subtle when we try to measure up 
output of services. (Tonne kilometres of goods carried and 
passenger kilometres performed by travellers are, for 
instance, the two examples for the non-homogeneity of the 
measuring units used for evaluating services rendered by the 
same transport system.) 

Thus it would be an extremely difficult job to aggregate 
every type of output, as no homogeneous measuring unit 
which could be universally applicable is available. When 
this is not possible, ‘output in physical units' cannot be a 
satisfactory unit for measuring economic development. 

However, some might like to pose the question, that if 
output in physical units declines but income in money terms 
rises (via rise in prices), is economic development implied’ 
Yes, it is if we use the income approach, it is not if we use 
the physical output approach. 

All this amounts to saying that if we were to adopt tl:c 
concept of income alone, it could lead to a misleading con¬ 
clusion. However, if we were to qualify income then we 
could escape this difficulty. Supposing we qualified that 
our concern was exclusively with a sustained growth in 
income, as a standard unit for measuring economic develop¬ 
ment, then there could be no possibility of arriving at a mis¬ 
leading conclusion. Under this approach, both physical 
output as well as income would display asymetrical be¬ 
haviour, for, a sustained growth in income could only be 
had if there simultaneously occurred a sustained growth of 
physical output. This, however, does not mean that prices 
would remain undisturbed. Development and static be¬ 
haviour of prices would not go together. Rather a sustained 
growth in income itself subsumes’^ rise in prices which 


M. 
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The cfit 0 (^ 0 filiation of output of the siinie iiuluslry 
out rjuriJity protliirtH wouM make ronfusion wov.m* 
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would act as a catalytic agent for promoting further 
development. 

As it follows from the above, when we are talking of 
economic development as a long term change in the income 
stream of the community, we should not bother about the 
growth of income in real terms. The growth of income at 
current prices would be quite a reliable index for measuring 
economic development, for no sustained growth in income 
is possible without a rise in real income. 

2. ‘Growing Span of Life*. People in developed 
economies might be enjoying a longer span of life than 
those in developing economies, but from this it would not 
be logical to conclude that the life span is in proportion to 
the growth in income. That is, if we were to list econo¬ 
mies, strictly on the basis of per capita income (assuming 
that such an index is possible to construct), it does not mean 
that life span would also follow the same pattern. 

It is the usual experience that people in more developed 
economies are far more exposed to tensions and nervous 
breakdowns than people in developing ones. In other 
words, though members of an affluent society, people in rich 
countries do not live a contented and useful life and their 
longevity is frequently accompanied by various (physical and 
mental) disturbances which reduce the utility of such longe¬ 
vity. Thus their effective life span is much shorter than 
warranted by the longevity criterion. 

This longevity criterion would as well reduce the prob¬ 
lem of measurement of economic development merely in 
terms of age which would not only be unjust but would also 
take us away from the central thesis of economic develop¬ 
ment which is concerned with a rapid rise in capital and 
income. 

3. ‘Level of Literacy". The use of literacy as a 
yardstick for measuring development also suffers from the 
very defects that have been enumerated above. Granted 
that sustained economic development would lead to a rise 
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in the literacy level, from this it does not follow that unless 
the economy has a high percentage of literacy it would not 
have economic development. Even while a particular 
economy might have attained a high level of literacy, it 
might not be highly developed. For instance, people might 
be pursuing education not for raising the level of economic 
development but just for satisfying their scholastic urges. 
Or it might be that people are just literate—know only the 
B C—but that would not mean that they have reached a 
high level of development. 

These are mere possibilities that might or might not 
happen. But these do point out how risky it would be to 
rely upon the level of literacy for measuring the level of 
economic development. 

4. ‘General Level of Contentment’. Similarly any use 
of the general level of contentment concept from the point 
of view of measurement of economic development, does not 
take us far. It would be very diflicult even to define con¬ 
tentment. Some might regard the mere possession of wealth 
as a positive hindrance to contentment. And those who do 
not have it, might also not be feeling contented. 

Thus, the level of contentment is an extremely vague 
unit for measuring econcmic development. Rather, it 
would be appropriate to add that in the whole lot of alter¬ 
native measuring units, as suggested above, this is the most 
difficult to handle, as it is not amenable even to approximate 
measurement. 

After having analysed alternative criteria for evaluating 
economic development our conclusion is that the concept 
of income has a positive advantage. However, when we 
talk of income, do we talk of it from the point of view 
of a close economy or an open economy ? Further, arc we 
talking of real income or money income? And also do we 
talk of per capita or aggregate income ? 

1. The concept of income is exactly the same as used 
m coastructing national income accounts and includes 
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income generated by the various sectors of the economy— 
primary, secondary and tertiary. Further, we refer to 
income in the value added sense—that is, value added to 
the national economy by each sector and is arrived at after 
deducting from the final value of output (evaluated at ex- 
farm or ex-factory price) the value of input items like raw 
materials, fuels and depreciation. Thus we use the concept 
of net output and not of gross output.** 

2. The national income accounts include the forei^ 
trade sector. Consequently our approach to income is in 
terms of open economy. Such an open economy approach 
becomes all the more significant for a developing economy 
because of its substantial dependence on foreign trade in 
the process of development.” 

3. Besides our concern is with real income and nof 
with money income. Of course, as we have suggested 
elsewhere, a long term development would mean the former. 
That is, such development would not be possible to have 
if prices were fluctuating quite frequently. However, if, 
at the same time, there were such terms as real income and 
money income and if one were asked to make a choice 
between the two, assuming that such choice was wsential— 
then, of course, our preference would be for real income. 


ir,. It noiiia, of courses be quite true to say tbat ^ 

iny, with a large dependence on agriculture and household yp 

i.iamifacturiiig and tertiary notivities—it would bo . 3 

cult to (iitd lu't output. However, this should not . 

an argunu-nt for not coiistriiotiug national nceounts on the oasis 
of iK-t value added, for, we have already seen, that tho alteriuliNe 
aiipriiacbi's are so nmeli unsatisfaetoiy* tbat oven a rudimentary 
data would provide a useful guideline for development. 

17. Of cimrse, the degree of such dependence would vary from eonnti 7 
to country. For instance, .a country of tho size of In^a inignt 
have a suiallor dopcndeiice on foreien trade ns compared wth C^'lon 
ivliore It wi.uM be fairly large. Nonetheless, India 
to shut her economy from the external influence. In fact, the rnio 
of crowth of her economy is. by and large, tied to her performan^ 
in tbo export sector. Tbat is how quiehly she^ is able to import 
niacinnory nnA intcnno<1iato8, teclmical assistance, even 

fttoncmies f**ein foroiffu countrios, would depend on her export 
performance. If she is unable to hare all these goods, or thorn is 
n honvy time Intr in their procurement, there would be a serious 
reperoussion on her economic development. 
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4. As it has also been suggested elsewhere, our pre 
ference is for the aggregate income and not for per capita 
income. If the former has been rising over time, then, from 
it, it would also follow that the latter would as well bo 
rising. This is based on the simple logic that aggregate 
income would show a continuously rising trend only' if 
per capita income was also rising at the same time. Further, 
the latter would rise only if per capita saving was as well 
rising simultaneously. So from this it would follow that 
a rising level of saving would help to raise more capital 
and the latter in turn would help to raise aggregate income. 
When all this followed sequentially then any separate 
mention about per capita income would be superfluous. 

In brief, economic development is measurable and 
it is not an abstract concept. Further, aggregate real 
income, in the value added sense, provides a scientific 
yardstick for measuring this. Thus the goal of a develop¬ 
ing economy would be how to raise the growth rate of real 
income in absolute terms rather than maintain it at the 
current level—the latter is relevant for developed economies 
alone. 

Suniniiiig Up 

While economic development is concerned with aflect- 
ing a structural change in the economy, economic growth 
is concerned with the maintenance of the existing structure. 

The process of economic development would bring 
about a long term change in the aggregate as well as per 
capita income. However, if there occurred a persistent 
long term change in income, it would automatically Iv 
reflected in per capita income and, consequently, any sepa¬ 
rate mention about the latter was superfluous. 

Notwithstanding that various alternative yardstick- 
could be thought of for mea.suring economic development 
—output in physical units, life span, level of education, 
contentment—none, however, was found to be as satisfactory 
as income. 


18. With duo einpbasia on ou\y. 
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Introduction 

In the last chapter a good deal of emphasis was laid on the 
growth of national income over time as a fairly reliable 
index for measuring economic development. In the present 
chapter, we focus our attention on the role played by two 
major sectors of the economy—agriculture and manufactur¬ 
ing industry—in income determination. 

The discussion on agriculture mainly centres around 
tlic issue of utilising farm surpluses for capital formation, 
through employing the underemployed manpower in agri¬ 
culture. This, we feel, is the basic issue, for the whole 
process of transformation of the agricultural sector in 
developing economies, largely depends upon the rate at 
which it is able to help raise income in the related sectors 
of the economy. 

Opinion however is divided on the issue, whether there 
is need for stimulating the agricultural sector through deli¬ 
berate policy measures, or that it would automatically be 
stimulated through a rapid growth of the secondary and 
tertiary sectors or through growth of some isolated key 
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sector. We would have a close look at these arguments, 
while we examine the various views on balanced and un¬ 
balanced growth theories. 

Agriculture 

Agriculture could be divided into three comparimenis 
—(compartment one) the production of cereals and other 
foodgrains, (compartment two) the production of those 
consumable primary products on which an average con¬ 
sumer spends a very small part of his budget (oilseeds, 
sugarcane), and (compartment three) the production of non¬ 
consumable primary products which again do not constitute 
a sizable part of the consumers budget (cotton, jute). 

Cereals 

The first compartment is the most important one from 
the point of view of development as it is the availability of 
foodgrains which would accelerate economic development.’ 
This is easy to see. In a developing economy foodgrain •s 
the principal item of expenditure in an average family 
budget. Consequently if a developing economy wants to 
shake off its backwardness through surplus (both idle and 
semi-idle) manpower for capital creation, then it should 
not only have a sizable stock of foodgrains to begin with, 
there should also be a steadily rising output of these grains 
over time. Thus our interest is with the rate of growth of 


1* Ill the claiis&icul uiodcl of ccououiic dovolupniout, foodgrains a 

pivotal role. In fact, the nioiiient the terms of trade beoouic favour* 
able to the* agricultural bwtor via rapid growth of demand for 
foodgrains whose output does not rise fast enough, owing to iho 
operation of the law of diininisliing returns on land, and are against 
the capitalist (or industrial) sector, which o|K?ratcs at constant 
returns to scale, the development of the latter would therefore 
gradually come to a halt. This would result in growing uiieiiiploy* 
inent as well bring about an ovi*rull decline in tlie level of devtdop* 
tncDt. Almost a similar situation is to bo found in the present 
day developing economies, where, on account of u high income 
elasticity of demand for foodgrains and a low responsivenesj of 
the food sector to such demand, the terms of trade turn against the 
industrial sector and are in favour of the agricultural sector. 
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cereals over the stock already existing before capital is 
created. 

However, the current discussion on the role of food- 
grains in capital formation is mainly in terms of stock and 
not flow. In other words, it centres around some given 
stock of foodgrains—which is equivalent to what the mem¬ 
bers of the rural households were consuming before being 
employed for capital formation. This of course is a static 
approach to the vital issue of development and as we shall 
see soon, cannot be accepted. 

1. Existing Stock of Cereals: Even the views pre¬ 
sented about the existing stock of foodgrains and the 
methods that could be employed to collect the same from 
the rural households are so conflicting that a detailed analysis 
of the whole issue is called for before we are able to build 
up the alternative flow (or surplus generating) model of 
foodgrains. 

One of the favourite arguments advanced in support 
of non-availability of the current stock of foodgrains for 
capital formation is that members of the rural households, 
who are left behind, would be tempted to increase theii 
consumption of grains. Others have even expressed their 
fear that the withdrawal of manpower from the agricultural 
sector, would actually lead to a positive decline in food 
production. That is, there would not only be leakage in 
the existing stock of cereals, encouraged through indulgerice 
in excess consumption; there would as well be a fast deterio¬ 
ration in the food situation in future. 

2. Leakages in the Current Stock of Cereals: Let us 
analyse the first issue. There could be two possibilities for 
the increase in consumption by the rural householders after 
some members have left. It could be that those who 
left behind are already suffering from under-consumption 
and therefore they would avail of the first available oppor¬ 
tunity to increase their consumption. The other possi¬ 
bility is that a major part (or even the whole) of food 
surplus, now available as a consequence of the withdrawal 
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of certain members, would be devoted to satisfy the various 
ceremonial requirements of householders left behind. 
Besides, there might even be frequent bouts of feasting by 
these householders, which would make a heavy draft on 
the existing stock of foodgrains. 

First of all, the theory of underconsumption is unten¬ 
able on family farms because of the fact that even though 
the marginal productivity might be zero or even negative, 
that would certainly not mean that members were suffering 
from underconsumption,’ for if this were so then the whole 
concept of family farms falls to tlie ground. 

Besides, even if underconsumption were to be assumed 
for argument sake, it would be far more prevalent among 
the younger members than among the elder ones. And it 
is the younger members who would be engaged for capital 
formation and not their elders.’ This would therefore rule 
out the occurrences of underconsumption on a significant 
scale. 

The alternative possibility of indulgence in feasting and 
ceremonies appears to be far more realistic. That is, when 
there is surplus of foodgrains, over and above the consump¬ 
tion needs of the existing members in the family, then there 
would be a temptation to indulge more frequently in such 
consumption. The extent of such indulgence would of 
course be inversely proportional to the existence of market¬ 
ing facilities. If these facilities already exist then indulg¬ 
ence in such ceremonial consumption would be on the low 
side.* 


2. Wc ftre not briiitritif; iu Iutc tin* initritioiial ii'Uiii.s. Font! ••mi- 
Huniptjon of furtii liouHuliolilt* in iiuroly in term of jiliyNical 
ODd baB notbmg to do with nutrition. 

3* Thin \h duo to tJiu fact that fa) tlu*so poopb* art* far uiuvv inol)ilo 
than tho ciders and (b) tho nature of jobn are sudi that tlieso coij)<l 
. only bo cfludently bandied by younger ineiiibcrs (for example, the 
work of capital format ion would call for greater physical energy 
which only younger fneinhers have). 

One feels tJ)at when the economy is jirepareil for rnpilal foiination-- 
that is, fftf ill for n higher lovol of t«T)iT>oIogi<'al trannfoiuiation - 
it must be having acme marketing facilities. 
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Further, when we bring in either the underconsumption 
aspect or the ceremonial consumption aspect of the problem 
then we are no longer concerned with the stock of foodgrains 
existing at a particular time but rather with the flow aspect 
of these grains. The degree of additiveness to consumption, 
or to ceremonial expenditure, would necessarily involve time 
as well as call for a larger output. 

2. Production Over Time; Would then it be true to 
say that over time there might be decline in the production of 
foodgrains as a consequence of the withdrawal of younger 
people for capital formation? Strangely, while in one breath 
the problem of ‘additiveness’ to consumption is brought in, 
it is simultaneously suggested that it mi^t lend to decline in 
food production! Even in the pure static sense if members 
of the rural households want to increase their ‘consumption*, 
after the withdrawal of younger members, they would have 
to maintain the production norm. 

However, a far more powerful argument for the main¬ 
tenance of farm output at the base level would be the pres¬ 
ence of incentives. One feels that it is not so much the extra 
consumption generated, as a consequence of withdrawal of 
some members from the rural households, that would help 
to maintain the base level output but the presence of neces¬ 
sary incentives. It is because the extra consumption could 
not continue for an infinite time. It would have its ceiling 
and the moment this is approached, there would be no further 
incentive to maintain the same level of farm output in future. 
This therefore amounts to saying that the glamour of feasting 
and occasional indulgence in bouts of overconsumption would 
disappear soon after the initial wave of such enthusiasm was 
over. Those who suggest a decline in food production, over 
the base level, probably have this in mind. 

But then this could not be sustained, for over time ti¬ 
mers would not, irrespective of their being saturated with 
feasts and ceremonies, bring the farm output to a lower level. 
This is because they have got used to a particular output 
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norm in which they would not give up just because they want 
to adopt a new consumption norm. They would rather try 
to cash these surpluses for which there would be plenty of 
opportunities. 

Besides, the theory of development is not concerned 
with the maintenance of the level of output of foodgrains 
over time but with a progressively rising output level, so 
that it is matched by the expected rate of development. 
Equally an optimal use of the extra capacity created through 
capital creation, by employing underemployed rural man¬ 
power, can only be had if there is a pari passu flow of food- 

grains. 

We feel that while so much attention has been devoted 
to the creation of economic capacity (or capital formation), 
the crucial problem of its optimal use has been relegated 
into the background, notwithstanding the fact that the 
latter is far more significant in promoting development than 
the former. For instance, the creation of technical capa¬ 
city in the agricultural sector—transportation and irrigation 
facilities and all the rest that are subsumed under infrastruc¬ 
ture—would by themselves not go far enough in promoting 
agricultural development. 

It is further because of this misplaced emphasis on the 
creation of capital, rather than using it at the optimal level, 
that the whole approach to the problem of agricultural 
de/elopment has not been properly synthesised in the 
thccry of development. 

1. Marketing Facilities: To get back to the issue 
under -jnalysis, it was suggested earlier that an accelerated 
development in the agricultural sector was dependent on 
the availabfity of necessary incentives, mainly in the shape 
of marketing facilities. 

The existence of these facilities, where farmers could 
dispose of their s^irpluses at competitive prices, would be 
doubly beneficial: ft) These would promote monetisation 
of the economy and thereby break its self-suflicient charac- 
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ter, and (b) the extra income thus earned would provide 
further incentive to increase farm output, as a part of the 
earning is going to be invested in the purchase of farm 
equipment and other inputs. 

At this stage one could raise these two questions. 
Did market facilities exist in the pre-capital formation 
stage? and, secondly, if they did, then why did these not 
promote development? Was it due to the fact that farmers 
were indifferent to the existence of these facilities? Or was 
it the case that these facilities were so inadequate that these 
could hardly make any impact on development? 

Even at a very low level of development the economy 
would have some, though very elementary, facilities—like 
roads and market places where buyers and sellers would 
meet each other. The answer to the question as to why 
the farmers were not making an adequate use of these facili¬ 
ties could be found in the inadequate flow of farm sur¬ 
pluses. Because of the subsistence economy the farmers 
did not have adequate farm surpluses to sell off. Conse¬ 
quently, it was not so much the lack of market facilities 
as the non-existence of adequate farm surpluses that proved 

to be the major obstacle in the transformation of the 
economy. 


However, when stimulants are thrown around in the 
shape of food surpluses, available as a consequence of the 
withdrawal of surplus manpower from the rural households, 
the existing marketing facilities would soon be used to their 
optimal level and perhaps even beyond this. This tvould 
force the Government to improve these facilities Hirther. 
In fact, in the plan documents, issued by the planning 
authorities of developing economies, a high piority has 
already been given to the development of these facilities.* 

Incentive Goods 


Incentives could also be viewed in the shape of goods 

5. For ins'nnce, in India’s first t7in-r> PUin (1951-0;’)') one-tliird of flio 
total iiivcstiiiont in the sector Iwd been earmarked for tlie 

development of transport facilities 
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which farmers would be interested to buy with money 
income earned through selling from surpluses. However, 
some economies" have suggested that if there is dearth of 
incentive goods—mostly consumer articles, then farmers 
would equally be shy to sell off surplus cereals. This would 
therefore suggest that in the absence of incentive goods the 
output in the family farms would fall after the withdrawal 
of younger members. 

We would soon take up the issue, as to why incentive 
goods are not so important. Here we would like to add 
that initially there would be no shortage of consumer goods, 
as after being imported these would be manufactured 
locally.’ Also, considering a high manufacturing potential 
of modern consumer industries, there should be no scarcity 
for their products at least in the early stages of develop¬ 
ment. 

Even then one might question, why all this fuss about 
incentive goods? Do the farmers live on consumer goods 
alone? They might be in less need of these goods and more 

of capital goods which would help them to raise producti¬ 
vity of their farms. 

Further, notwithstanding that farmers might have been 
living in the subsistence economy prior to development, that 
however would not mean that they had absolutely no link 
with the money economy. They would at least have been 
resorting to borrowing to fulfil various social obligations 
(like celebration of births, marriages and deaths). Now 
when they have an opportunity to earn extra income, 


e. 


For inutaiiHC, Ilia Myiiit, see Economics of Developing Countries, 
p. 131. 

Tii.h-r the .oloiiij.l patf.-rii of .U-volopi.M-iit, that cxistr.l in of 

the proHoiit .lovclopinR economics, a good deal of ciiipiiasls wn.s l-iid 
on the import of coiiHUiiicr goods in excliango for primary goods 
tliut were exported, (see cliaptor I of this book). However in tbo 
intcr-war period these goods bad begun to be maiuifaeture.l locallv 
In fart, in India a rapid growth of consumer iiidustiies had taken 
place right from tho terminal years of the b-ist eonlury nnl the 
capacity that cxistcnl in most of them, industries in the ’ inter war 
IiFrio*! wfiH fur in oxvohh of local 
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through marketing surpluses, there is no reason why they 
should not avail of this opportunity. This would help them 
to discharge their obligations to the creditors. They would 
therefore be hardly concerned about the availability of 
consumer goods. 

In view of this there does not appear to be much sub¬ 
stance in the argument that since farmers do not have 
enough consumer goods to buy, they would react adversely 
to the opportunities available to increase farm surpluses. 

Farmers’ Response to Incentives 

This as well provides answer to the other part of the 
question, do farmers respond favourably to incentives? That 
is, if there were opportunities to market farm products, 
would they avail of these opportunities? Our answer is yes. 

Further what little empirical evidence there is before 
us,* also supports this. Thus if marketing facilities exist 
and also there are food surpluses, there is no reason why 
farmers should not make the best of these facilities unless, 
of course, they do not have any interest whatsoever to earn 
extra income." However, they are rational beings they 
would be interested in increasing their income which would 
help them to raise the level of their welfare as well as of pro¬ 
ductivity. 

Terms of Trade 

But still one could pose a question, what would happen 

8. For instance, P.T. Bauer’s TTw# African Trade, 1955, cites quite a 
few examples of such response to economic incentives. Also see 
P.T. Bauer anrl B. S. Yamoy : The Economics of Developing 
Countries, 1957, Cambridge. 

9. A likely possibility could be when the hardship involved in earning 
extra income through the sale of farm surpluses is much larger than 
the benefit to be derived. It would be so if tlic market place is so 
far off from the place of residence that farmers do not find it 
worthwhile to transport surpluses. However, this situatton would 
only arise if the purchasing power of income thus earned is much 
lower a.s compared wit^ the hardship undergone. But, as wc have 
already argued out elsewiiere, such a situation would hardly arise 
in a developujg economy. 
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to such response from the farmers if the terms of trade 
were to turn against them and in favour of the manufactur- 
mg sector (producing incentive goods)? Would it encourage 

them to go back to the old subsistence (self-sufficient) 
economy? 

There could be no straight answer to this. Much 
would depend upon the time lag between the creation of 
incentives and the occurrence of this sort of situation. Tf 
the lag is very brief then farmers might be tempted to go 
back to the subsistence farming. However, if we are talk¬ 
ing of economic development, then such a short time lag 
would have to be ruled out. In other words, the worsening 
of terms of trade itself would occur with a sufficient lag. 
This is because, as a consequence of the large scale transfer 
of manpower from the rural areas to work for capital crea¬ 
tion as well as in the manufacturing sector, a larger pressure 
would continue to persist on foodgrains relative to manu¬ 
factures for quite a long time. The terms of trade, would 

therefore remain in favour of the agricultural sector during 
this period. 

Worsening Terms might be Beneficial: This being so, 
by the time the terms of trade turn against farmers they 
would already have been so accustomed to the newly 
acquired standard of living that it would be most unlikely 
for them to revert back to the subsistence economy. Rather, 
the possibility is that if this happened (that is, term of trade 
turned against them) they would be induced to work harder 
so that they could turn out larger output to maintain their 
newly acquired standard of living. 

This is another way of saying that the worsening of 
terms of trade, with appropriate time lags, might even prove 
beneficial for quickening the pace of agricultural transfor¬ 
mation (for instance, these might encourage the substitution 
of capital for labour where such substitution would lead to 
economies of scale). The obverse of this is that such 
technological improvement would have been delayed if 
farmers had continued to enjoy favourable terms of trade 
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for that would have introduced a sense of complacency in 
them “ 

Summary 

In brief, our discussion hitherto has laid a distinct 
emphasis on foodgrains in order to demonstrate their pivotal 
role in economic development. It has been conclude that 
farmers would respond favourably if opportunities existed 
to dispose of surpluses over and above their consumption. 
However, as this prosperity would not persist over a long 
time, may be the rate at which the output of foodgrains 
grows outstrips the consumption rate, farmers might not 
like to specialise in foodgrains alone. Rather, with the 
onset of commercialisation of the economy, specialisation 
in agriculture would naturally be dictated by the likely 
return to be expected on such investment. This would pro¬ 
voke farmers to experiment with alternative crops which 
might yield a high rate of return on investment. 

Non-Cereals 

The growing interest of farmers in alternative crops, 
rather than specialise in foodgrains alone, takes us to the 
next two compartments of the agricultural sector. For the 
sake of brevity both have been clubbed together under the 
broad umbrella of industrial crops, though in priority deter¬ 
mination (the compartment two)—the production of indus¬ 
trial crops for direct consumption, would score over (the 
compartment three)—the production of industrial crops not 
falling under the category of direct consumption. 

10. It might be asked if this lino of argument does not run counter 
to the earlier one, where it was suggested that improvement in the 
terms of trade offered a positive incentive to farmers ? If this is 
true, then how wouhl we reconcile the above argument th.at worsen¬ 
ing of terms of trade would ofTor ;i positive incentive to farmers f 
Our arguments would be inconsistent only if we were talking of 
the s,ame period {in the static sense'). However, we are building 
up a dynamic model with emphasis on .appropriate time lags. Initi- 
ally, of course, the terms of trade would be in favour of farmers 
.and once they have adapted the new standard of living the worsen- 
ing of teniia of tr.ado would play the same role as improvement of 
terms of trade played hitherto. 
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We have already stated that the rate at which farmers 
would switch over to the production of industrial crops 
would depend upon the degree of commercialisation in the 
economy, which, in turn, is closely linked with the growth 
of the industrial activity. However, before the economy 
starts developing, it would already be having some highly 
developed commercial sector, and the latter is likely to be 
confined to exports. However, after the economy is in the 
advanced phase of development, this sector would by and 
large change over to satisfy the requirements of the 
growing domestic market. Of course the speed at whicii 
this happens would depend upon the elasticity of the dom¬ 
estic demand for industrial crops and minerals. 

Government Intervention 

In the initial stages of development it would be inad¬ 
visable to leave things entirely to the operation of the market 
forces, as these are likely to generate conflicts and im¬ 
balances in the path of development. For instance, conflict 
would arise when in view of the expanding international 
demand for certain agricultural products the free market 
forces encourage the export of raw materials, while for push¬ 
ing up the rate of domestic industrialisation these very raw 
materials have to be diverted to the local market. 

It could as well happen that because of the expanding 
international as well as national demand for certain agri¬ 
cultural raw materials, there emerges an imbalance between 
the production of raw mateiials on the one hand and of 
toodgrains on the other. If this state of affairs is not 
corrected in time, it could adversely effect the whole course 
f'f economic development. 

In both instances there is a clear case for the Govern¬ 
ment intervention to ensure that, (a) the domestic market 
IS able to have an easy access to agricultural raw materials 

*^”.4 notwithstanding a lucrative export market, 

and (b) a high priority is accorded to the production of 
foodgrains even while, according to the free market forces. 
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their production would be less remunerative than of raw 
materials. 

1. Promoting Industrialisation through Domestic 
Processing of Raw Materials : The best way to promote 
industrialisation, in the initial stages of development, would 
be through encouraging the processing of raw materials 
locally. But, as stated earlier, competing international 
demand for these might discourage the setting up of proces¬ 
sing industries. The attractive export market would not 
only reduce the quantum of raw materials available for pro¬ 
cessing, the local processors would also have to pay un* 
remunerative prices for their purchase. Thus both ways 
local industrialisation would be a handicap. 

This situation could be considerably improved through 
the Government’s intervention, the latter deciding how 
much of these raw materials were to be exported and how 
much were to be retained for domestic consumption during 
a particular period. 

2. High Income Elasticity of Foodgrains: A high 
priority to the production of foodgrains becomes essential 
in view of the fact that this is the major item of consump¬ 
tion and thus figures prominently in an average consumer’s 
budget in a developing economy. Consequently, unless the 
economy has a comfortable margin of domestic food supply, 
it would not be able to climb up on the ladder of develop¬ 
ment. 

It might, however, be suggested that when there is not 
enough margin of domestic food supply, the economy 
could import it, in exchange export non-foodgrains or even 
get these on deferred payment basis. In so far as import of 
foodgrains is concerned, there is not enough margin in the 
international market. Further, if the economy were to 
import foodgrains on deferred payment basis—thinking that 
the same could be paid off when it starts exporting manu¬ 
factures, it would be treading a very risky path. For 
instance, where is the guarantee that after the economy 
industrialises—which itself is a time consuming process— 
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it would be able to push up the exports of manufactures to 
foreign markets. Such export performance therefore has to 
be viewed in context with the strong comi>etitive position 
of the established manufacturers in developed economies. 
Otherwise too dependence on foreign countries for food- 
grains could be highly risky, for, if foreigners were to cut 
off such supplies in the middle, it would seriously jeopardise 
the food situation in developing economies and thereby 
affect their economic development. 

All this amounts to stating that the Government would 
have to intervene in order to sec that the production of 
non-foodgrains is not encouraged at the expense of food- 
grains. This would call for the introduction of an appro¬ 
priate price support policy so that there is not a large scale 
diversion of agricultural lands from foodgrains to non- 
foodgrains. 

But such interference by the Government in the market 
forces, so that there is an appropriate balance between the 
availability of non-foodgrains for domestic consumption as 
well as for exports on the one hand and also there is a 
balance between the production of foodgrains and non- 
foodgrains on the other, would not be permanent feature. 
The issue is being discussed in detail in Chapter VII, where 
we rule out any possibility of the State interference beyond 
creating conditions for the smooth functioning of the market 
mechanism. Thus the interference by the State in the 
operation of the agricultural sector would only be up to 
that time till necessary conditions for the healthy operation 
of the free market were created. As soon as this happened 
the Government would relax its interference. 

Minerals 

So far we have confined ourselves to different compart¬ 
ments within the agricultural sector itself and have shown 
a high preference for the foodgrains sector relative to non- 
foodgrains. However, any discussion of the primary sector 
would be incomplete without bringing in minerals—notwith- 
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standing that some would like to classify minerals as a part 
of the secondary activity. 

The importance of minerals could be judged from the 
fact that while foodgrains are the major item of consump¬ 
tion by labourers employed for economic development, 
minerals constitute the major input for basic industry which 
plays a leading role in economic development. Both 
minerals and foodgrains therefore play a crucial role in the 
process of development. 

However, all developing economies might not be 
endowed with minerals, though one has to admit that 
nobody knows even the approximate minerals wealth of 
these economies.” This can only be known after a com¬ 
prehensive geological survey. 

Nature of Mineral Wealth 

Further, it is the nature of the mineral wealth which 
would determine the structure of industrial growth. If an 
economy has a good supply of both iron ore as well as of 
coal, it would be more iavourably placed to promote steel 
and related heavy industries than an alternative economy 
relying on imported inputs.” 


11. It is Honu'tiiucs supRostod that foroipiicrs have hcen vcr>’ active 
ill exploiting the mineral wealth of the coloiiic-i. bo much bo that 
tliey have completely exhausted such wealth. Ef we adopt this lino 
of approacli then it follows that foreigners had already carried 
out :i comprehensive geological survey in these areas and thus thej’ 
had A full knowledge of the minerals wealth. This is not true. 
Fir.'it of all, tho foreigners had never bothered to conduct a com- 
prelionsive .survey which would have meant a lot of expenditure 

whii-h they were not prepared to incur. Their main interest was to 
exploit those minerals which could be easily obtained. It might ho 
th.at in sueh exploitation some areas were made barren. Nonetheless 
most of the mineral wealth w.a-s still infact. This has been homo 
from the recent geological survey conduetwl in developing econoniie.s. 
Tiulin, for instance, in the prc*Indepcndonco period (before 1947) 
was reportetl to have had hardly any mineral oil—the out put of 
the Assam Oil Comp.any was very small. However, siaco then the 
position has entirely changed, and at present India has emerged 
as a Hub.staiitial oil producer. This is only one instance which 
refutes the exydoitatlon theory. 

12. Tills, however, might be questioned. Wljy should a l.arge country, 

(Conliniird on nr.rt pntjc) 
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While most of the economies might not be favourably 
situated from the point of view of setting up of iron and 
steel industry (that is, they lack iron ore and coal), these 
however might be endowed with alternative minerals like 
oil, bauxite, copper, zinc, etc., which could be exchanged for 
iron and steel as well for other products. If the economy 
were not to have any mineral at all, it could still import 

semi-finished parts and components and process these into 
final goods. 

Summary 

In brief, though the existence of minerals is a desirable 
condition for rapid economic development, it is neither 
sufficient nor an essential condition. Developing econo- 
niies lacking in basic minerals could still go ahead through 
importing “semis” so that these could be finally processed 
in the local market. Further, while the existence of basic 
minerals in an economy gives it a definite edge over the 
economy which is deficient in these, the mere presence of 
these minerals would however not promote economic 
development. Thus unless there is an integrated develop- 


(Continind from i>rciiou.'i jiogi) 

wiUiout iron and coal, fail to sot up a aucc-cssful &tvcl plant. l'':irtlicr, 
•low jjro wo to u-vplaiii tlic scttiiiK up of a very cflru-iciit iron and 
industry by a Kniull country like .Japan, wliicb bcianso <*f 
a very heavy mineral deficiency could, accor«liuK to our uppi'i»ac)i» 
liuvo quuJitied for tlio up of surli II j.s Iiim' 

doiiio^tic market (mhiM pMivoh^ a \n\sv iho 

Nf tini? up of iiiodcrn stcol pltuit, even thou^^li llio cojiilry Js 
• miijieat in the bawic iiitnoraltf. But^ Burely, tho cost of prududin^c 
B el iij country would bo higher relative to the country which 
irJH *^‘*^J'* inpuU, assuiiiiJig Mint liotli thf countries are on tho 
^'flieieney frontiers. Tlungs wtiuhl eeitaiiily be a lot tliffenuil 
I,! economies not possesaing bruiic inputs- Here *t would 

> a sheer waste of nsuurees to set up successful steel indu.^try 
i»ke Japan, one has to adtiiit that Japan is a special case 
It would be cxtreiiudy diflinill fur a coiiiitrv of Ihi^ 1 o 

steel jiidiiHfry on the basi.n imported inputs, 
r^veri here jl took rjuito Bornetime to «*t up modern Bteol induj-lrv. 
fl., i concerned with tho upeeial situafton, like 

Hi\u r'7i V* L^'meral situation, our conrhisioji 

ifirint- ^ ^ developing economy depending on impeited 

I ^OMld nut be able to wet up a competitive steel industiv. 
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mcnt of agriculture" and industry, the .existence of a large 
mineral wealth in a developing economy would not make 
much difference. 

Balanced Growth 

The last sentence above tells us that there has to be 
some sort of balance between the growth of the agricultural 
sector and that of the industrial sector, before an optimal 
use could be made of tlie mineral wealth in the economy. 
However, when we talk of balanced growth between agri¬ 
culture and industry, it does not mean that there must be 
some uniform or standard rate of growth between the two 
sectors. There is, in fact, no such thing. All what it 
implies is tliat a rapid development of let us say industry, 
when agriculture itself is a laggard, would slow down the 
rate of economic development. 

While in the current discussion on balanced growth 
emphasis has been laid on industry—even on deliberate 
industrialisation—agriculture has generally been overlooked. 
Some growth economists have even gone to the extent of 
stating that since agriculture has been the cause of back¬ 
wardness in poor countries, it would be a sheer waste of 
time and resource to develop it I 

Rosenstein Rodan on Agriculture 

Rosens tc in Rodan is an important critic of the agri¬ 
cultural sector. Initially he had framed the balanced 
growth doctrine in the context of consumer industries 
alone.’* As it was based on the experience of South and 
South Eastern European countries, one can well understand 


13. Agriculture itself is largo consumer of minerals both directly 
as well as indirectly —directly because the manufacture of various 
items of farm machinery and components uso steol, and indircctli/ 
because a favourable growth of the agricultural sector itself would 
promote rapid industrialisation and thereby help the mineral 
industry'. 

11. S(’o “Problems of T'mployinont and Industriali.sation in Southern 
aiul .South Ea.'^lern European C’ountrics ’Economic Journal, 1943. 

(ContinMcd on next page) 
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the limitations of his approach. Even then it had provided 
a new frame for analysing the problems of development of 
Rowing economies and also had encouraged a new line of 
tninking on the whole problem of external economies, 
equally, by emphasising on the growth inducing elTect of 
mtra-industry expansion of the whole lot of consumer 
mdustries, a new development strategy was suggested. In 
other words, because of the poverty of the domestic market, 
the setting up of an isolated large scale consumer industry 
was unprofitable. If however the whole package of con¬ 
sumer industries were to be established simultaneously, these 
would promote an extensive consumer market and thereby 
make the programme of industrialisation viable. 

Lwking at it from a slightly different angle, while 

the iso-industry approach of the Marshallian type failed to 

promote economic development, a cluster of consumer 

mdustries was sure to be successful in breaking the vicious 

circle of poverty. This approach carried significant policy 

implications, the major one being that development must 

be consciously encouraged through the offer of suitable 

monetary and fiscal incentives. This was due to the fact that 

the conventional market mechanism would fail to carry out 
this mission. 

Here one gets the preliminary glimpses of the capitalist 
planning model in the industrial sector. Under this 
approach the role of the Government would mainly be that 
of ^impulse generator’. That is, it has to adopt measures 
which would promote such a pattern of industrialisation in 
^ sector. Further, how this growth impulse was 

to be induced was left to the choice of the individual econo¬ 
my, for it was rightly pointed out that there could be nc 
universal prescription for this. 


(Continued from previous page) 

iliis lirw been reprodueca in Bconomien of Undirdriilopmcut rdiU-d 
A.N. Auanvjil uiu\ K. P. BijiuJi, ;iihI .-iNo hi St.nlirs 

Aconomie Developmrul, fditrd by Iiarii:i.| Okim Ifi-bar.l W. 
uichardon. 
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Big Push 


Rodan, however, had soon realised that his consumer 
ijidustry model was no match to tackle the structural change 
problem of developing economies. Here in fact a model 
of different vintage was called for. He had accordingly 
completely overhauled his previous model so as to accommo¬ 
date, besides consumer, heavy industry as well as infrastruc¬ 
ture faciiiues. The only sector that was deliberately omitted 
was agriculture. 


Rodan has christened his latter version of balanced 
growth as Big Push'"' and has added that unless developing 
economies are prepared to exert push of this force, there 
will not be any break off from the vicious circle of poverty. 

If Rodan had deliberately neglected agriculture in his 
theory of Big Push and had laid all emphasis on industrialisa¬ 
tion, the same is equally true about Leibenstein.” In his critical 
Minimum Effort thesis, he has impliedly relegated agricul¬ 
ture into the background. Equally in Rostow’s take off" 
thesis it is the manufacturing industry again which plays a 
crucial role in economic development. 


Rostow, Rodan and Leibenstein Reconsidered 

So all three treat agriculture as a second rate sector: 

Rostow: Starting with Rostow one feels that there is 
a tone of oversimplification when it is suggested that the 
process of take off into self-sustained growth is primarily 
associated with leading industries (referring to those indus- 


15. P. N. Udsenjitein Rodan, Notes on the Theory of Big Pu!?h, 2vVo«o- 
mic I>f'r(lopmcD( for Lotin JmcricOy oil. H. S. Lioidon, 1951. 

Kupriuted in abridged form in Leading Issues iit Development 
Lcononiie^% (.ed.) Ct. M. ^teicr. 

1R. II. Leibonstoin, Economic Bacicwardness and Economic Growth, 
1957. See Clmptcr VIII. 

17. \V. \V. lioslow. The Sfagea of Economic Growth^ 19G0, Restow pre- 

scMits a five*stngo model. In the first phase there is the traditional 
society ^ This is followed by the creation of ^tlie preconditions for 
take o’, next follows Mhe take ofF’; next there is tho * drive to 
maturity’; and finally there is ^thc age of high mass consumption^ 
However, it is the take oil stage which is the most important stage. 
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tries wMch have a large growth inducing as well as growth 
promotional effect), and further that agriculture by its very 
nature cannot qualify for this. 

But why should it be so? No definite answer has been 
given by Rostow. 

Further, finding a uniform trend in the occurrence of 
past take offs, Rostow concludes that future take offs can¬ 
not be different. Therefore the major forces behind the 
occurrence of take offs in developing economies are going 
to be very much the same as were found in developed 
countries at the time of their take offs, except that the lime 
taken to have it would now be considerably shorter. Further, 
smee agriculture did not figure prominently in the past take 

offs, the same is going to hold true about developing econo¬ 
mies. 


However, one finds it hard to agree with the suggestion 
that agriculture did not play prominent role in the past lake 
offs. In fact, the contribution by agriculture in these take 
offs was in no way less significant than made by other lead¬ 
ing sector*. Rather a rapid development of these sectors 
itself was closely linked with a rapid transformation of the 

agricultural sector.’* 

Thus not only Rostow’s three dimensional approach' 
to the historical take offs is to be modified by adding up a 
new dimension—the dynamic role of agriculture, extra 
Stress as well has to be laid on this sector in developing 
^onomies. Here the development of agriculture would 
ave to be accorded the highest priority. 

18* finH jiwiiit liuu also been brought out by Sliigi to T^unl in his ;ni i- 
of the Japan’s take off. See Economies of Take Off ntto ^*''f 
Grouilh, edited hy W. W. Rostow, MacmillaD, Lotulou, 

iU03. 

j ^ fpi • « 

uiB IS : (1) a rise in the productive investment from say 5 per 

or less to over 10 per cent of national income (or net natiniml 
product (NNP); (2) the development of one or more suhstantia] 
lanufaeturiiiff soctors, with a high rate of jrrowUi; and (3) flio 
existence or quick emer^once of a political, social and iristitijlion'il 
ramcwork which promotes modern eapilaliKin and kIvch to growth 
an on-goinjf character. Sec W. W. Roslow, The Stages of Econo¬ 
mic Growth, I960. 
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Rodan: Rodan’s prescription of balanced growth, 
minus agriculture, sounds like pudding without sugar. 
Further developing economies can ill afford to invest their 
scarce funds in a complete package of secondary and terti¬ 
ary activities. Lacking expertise as well as a sufficient 
domestic market, investment in these activities would be 
tantamount to misspending borrowed resources and thereby 
imposing a heavy debt burden on the poor economy. 

They would as well be ill advised to leave agriculture 
to its fate, hoping that it would automatically pick up with 
the growth of other sectors. 

Rodan’s balanced growth therefore is not all that 
balanced. It is a peculiar mix of balanced as well as un¬ 
balanced growth. In so far as the development of the non- 
agricultural sector is concerned it is a balanced growth 
approach but when it comes to the development of the 
agricultural sector vis-a-vis the industrial sector it adopts 
an unbalanced growth approach. 

Balanced growth in the non-agricultural sector— 
according to Rodan—is needed in order to correct imbalance 
in the agricultural sector itself. But what if with this 
approach, the imbalance in this sector were to grow further? 
And, this is the likely consequence after the Government 
adopts a deliberate industrialisation policy, where the growth 
of the manufacturing industry far outpaces that of agricul¬ 
ture. This situation, instead of narrowing down, would 
further widen imbalance between agriculture and industry. 

Lcibenstein: Leibenstein is equally indifferent towards 
agriculture. He laments that it is the excessive dependence 
on agriculture as well as the use of primitive techniques of 
production, which have been the major factors responsible 
for the stagnation of poor economies. The only effective 
approach to counter such backwardness, in his opinion, is 
to accelerate investment (in industry). He is, therefore, all 
praise for a large frontal attack wiiout which the economy 
would not be able to break its backwardness. But when 
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such investment is to be made and what is its size to be has 
not been spelled out by Leibenstein. 


While claiming to formulate a dynamic theory of 
. growth, the tools that Leibenstein uses to achieve this end 
are essentially static in nature. He believes that unless the 
concerned backward economy starts high up on the per 
capita income path, there is every chance of its slipping 
down to the state of low equilibrium level—corresponding 
to its initial poverty path. Later on'”, of course he has 
been more realistic and has modilied his initial stand by 
stating that the upper (high) income level, which was needed 
for initiating the process of self sustained growth, could be 
approached via breaking investment into two segments. 
However, the initial investment itself should be fairly high, 
rather close to the self sustained path, so that the final dose 
of investment could be introduced at a level where the 
initial growth inducing effect of the previous investmeiii 
had already created sufficient momentum in the system. 


Insofar as developing economies are concerned, their 
vicious circle of poverty would not be so easy to break as 
with the mere injection of heavy investment. In fact, it 
would be difliculi to attain a high per capita income itself 
without first having a breakthrough in the agricultural sector. 
Further, any talk about the growing nutritional norm, a 
necessary condition for economic development as admitted 
by Leibenstein himself, will be meaningless when per capita 
availability of food is not rising because of the lagganl 
behaviour of the agricultural sector. 


Unbalanced Growth 


ZDS'?? 


After all this discussion, where do wc stand? Since 
balanced growth has not been helpful in solving the develop¬ 
ment equation of the growing economies, could the solution 
be found in following just the opposite path? That is, ur- 


20. See Chapter 15 (Economic Development Theory and Investment 
Policies) , Economic Backuardncus and Economic Groictli. 



52 


Towards a Theory of Economic Development 


balanced growth. Or could the approach to balanced 
growth itself be so modified that it becomes rehabilitable in 
context with the special requirements of developing econo¬ 
mies. 


Unbalanced Growth and Developing Economies 

Hirschman’s Version: The major exponent of un¬ 
balanced growth is Hirschman.® He has presented a neat 
exposition of this theory. In fact, he was bold enough to 
take cudgels against the balanced growth theorists at a time 
when they had almost created a monopoly for themselves. 
He suggested that the salvation of developing economies did 
not lie in following the balanced growth path but rather 
the opposite—the unbalanced path—^which was the only 
feasible path for encouraging an optimal use of their scarce 
resources. He particularly articulates the role played by 
one or two core industries in his model of unbalanced 
growth. 

By stating this, Hirschman has presented a new version 
of the traditional external economy theory. Instead of 
talking in terms of any single industry, as done by Marshall, 
he has replaced it by a particular industry approach— 
especially the one which enjoys dense linkages with other 
sectors of the economy both in the shape of a large buyer 
of inputs (backward linkages) as well as a large seller of 
final output (forward linkages). With this emphasis on 
particular (basic) industry approach in investment allocation, 
the economy was doubtlessly deliberately unbalancing the 
path of its development. 

By implication, balanced growth is a luxury which 
poor countries can ill afford to indulge in. They have to 
be extremely choosy in investment allocation. TTiose pro¬ 
jects should be selected which promised a high rate of over¬ 
all development. And here Hirschman suggests the use of 
an inter-industry table—which would tell the degree of back- 


21. A. C. Hirschman, Stratepy of Economic Pcvetopnien#, 1958. 
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ward and forward linkages among different industries. 
Those industries should be deliberately marked for invest¬ 
ment which show dense linkages. 

Hirschman feels certain that once the economy is 
systematically unbalanced, the likely emergence of the various 
pressures and technical bottlenecks would automatically 
attract further attention as well as investment in the affected 
sectors and thereby cause growth multiplying effect. 

The exact course of this path would be something 
as follows. When a leading industry—say steel (also Hirsch- 
man’s favourite)—is established it would generate demand 
for the basic inputs—iron ore and coke which, in turn, would 
lead to the development of the mining sector. Further, as 
these inputs would have to be transported from mines to the 
steel plant, there would emerge demand for transport—roads, 
lorries, railways—which, in turn, would lead to investment 
in the transport sector. Besides, steel being the major input 
item in a large number of activities like construction, machi¬ 
nery manufacturing, engineering etcetra—in fact, all sectors 
of the economy make use of steel in one shape or the other 
—its production would therefore encourage an all around 
economic development. Consequently, once the pressures 
emerge in the economy, as a consequence of a large produc¬ 
tion of steel, all the inter-related sectors like agriculture, 
manufacturing industry and transport would be automatic¬ 
ally activised. 

Hirschmanian world is therefore loaded with pressures 
and still more pressures. Further the pressures are of such 
nature that these encourage an all around development. 
Thus the economy has merely to set up industries which have 
maximum pressure generating potential and stop at that. 
The rest would automatically be taken care of. 

Evaluation: However, such automatic functioning of 
the economy as a consequence of initial pressures emanat¬ 
ing from excess output from certain key industries, has to 
be questioned. Such initial pressures might not work up. 
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Rather it might be that such pressures, instead of leading 
to follow up action, might end in a state of disaster. 

Even though the economy might have succeeded in 
setting up a successful basic industry (steel) and also have 
come up with the user industries, let us say those producing 
farm equipment, things might fail to move beyond this 
point. Farmers, who are the sole users of farm equipment, 
might not purchase the same for one reason or the other. 
Therefore, while the economy is now enjoying a larger 
output of steel and also of farm equipment, it does not 
necessarily follow from it that this would lead to a larger 
output in the farm sector. In this case unbalanced growth 
strategy would certainly prove to be a dangerous prescrip¬ 
tion for developing economies. 

It is the automaticity assumption, in the unbalanced 
growth strategy, which takes away much of the strength 
from it. Things in the real world do not work up in this 
manner. Besides, if the Government were first to wait for 
the emergence of pressures and only then do something, it 
might be too late. 

Under planned development, on the other hand, the 
government would have to take an overall view of the 
development process and encourage a harmonious develop¬ 
ment, which would not, at the same time, imply that the 
government should do each and everything. But the Gov¬ 
ernment would certainly have to create an appropriate 
investment climate before hand as well as provide the 
infrastructural facilities for without these rapid development 
would just not be possible. 

But then this is quite different from Hirschman’s un¬ 
balanced strategy, where the development of complement¬ 
ary sectors should be postponed tiU pressures have fully 
worked themselves out. 

Balanced Development 

Where do we head after all this rigmarole with balanced 
and unbalanced growth? We are certainly not left with any 
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Other alternative but to provide a new approach to balanced 
growth so that it is made rehabilitable in the context of 
special problems of developing economies. In the con¬ 
ventional definition of balanced growth—as we have noticed 
earlier—agriculture has been given almost a cursory treat¬ 
ment and some of the economists have even gone to the 
extent of deliberately sidetracking agriculture, thinking that 
it would be a mere waste of time and energy to rehabilitate 
it. 

One feels that the existing approaches of balanced 
growth have this major drawback and unless we are pre¬ 
pared to accord a respectable place to agriculture in the 
growth theory, there can hardly be any balanced growth. 
Many of the ills from which developing economies suffer 
at present, could be removed partially if not wholly, if they 
were to take a good care of the agricultural sector and were 
also not so keen to run after deliberate industrialisation of 
Rodan or Hirschman vintage. 

But all along we have been talking of balanced or un¬ 
balanced growth. Our primary interest however is not with 
growth but with development. We would therefore be 
doing injustice if we talked of development through 
balanced or unbalanced growth, as has been done by the 
economists we have analysed above. We have to introduce 
a new concept of balanced development and when we do so 
a different approach to the problem of development is also 
suggestive. However, this is the subject for our discussion 
in the next chapter. 


Summing Up 

A continuing rise in foodgrains production should get 
the foremost priority in the theory of economic develop¬ 
ment. We therefore cannot use a static prt>duction 
approach to foodgrains for capital formation as is being 
done in the current discussion of the problem. It is basi¬ 
cally a dynamic problem and must be viewed in this pers¬ 
pective. 
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Nothwitbstanding that both cereals and non-cereals 
occupy equally important role in the agricultural economy, 
however from the point of view of economic development 
non-cereals would not only occupy a low priority vis-a-vis 
cereals these would also have a low rating vis-a-vis minerals. 

A rapid development of both agricultural as well as 
mining sectors is inter-related with the performance of the 
manufacturing industry. However, the current theories of 
balanced and unbalanced growth lay a large emphasis on 
industry, and generally ignore agriculture. Some even go 
to the extent of suggesting that since it has been the sole 
cause of the backwardness of the economy, it should be 
deliberately neglected. However, as our analysis suggests, 
this is a very wrong approach, as without according an 
honourable place to agriculture in the theory of balanced 
growth, there could not be sustained economic development. 

Considering the fundamental weaknesses of balanced 
and unbalanced growth theories and also of the whole 
approach to the utilisation of farm surpluses for capital 
formation, we have suggested an alternative approach of 

balanced development, which is spelled out in the next 
chapter. 
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Balanced Developmentj Investment 
Criteria and Choice of Techniques 

Introduction 

Our exposition of balanced growth in the previous Chapter, 
has shown that a sustained expansion in income cannot be 
had through the current approach to balanced growth and 
least of all with unbalanced growth.' As such these cannot 
offer a satisfactory solution to the development problem of 
developing economies. In this Chapter an attempt is made 
to develop the alternative concept of balanced development. 

As we try to develop our thesis of balanced develop¬ 
ment, we would also be meeting problems of investment 
criteria and choice among alternative production techniques 
as a part of this theory, which have also been examined. 

Balanced Development 

Without mincing words, we would state that balanced 
development implies a harmonious inter-sectoral devclop- 

1. It is not clear whether thoKC who developed these jippro.ielns di'l 
BO merely for the tmkc of intellectual exercise or had in their miti'l 
the prohlcm of development of poor economics. In faittK-s it 
nilglit be added that they attached a higher woightugc to the foniicr 
than to ttio latter* 
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merit which yields a sustained growth in income over time. 
As it would be noticed, this definition of balanced develop¬ 
ment runs into the territory of economic development (as 
defined in Chapter II). The two definitions, though worded 
slightly differently, ultimately aim at the same, goal, that is, 
yielding a sustained growth in income. 

Harmonious Intersectoral Development 

Let us try to understand what is meant by ‘harmonious 
intersectoral development’. This implies a systematic de¬ 
velopment of all sectors of the economy so as to even out 
pressure inherent in the development path. However this, 
at the same time, does not imply that all sectors are develop¬ 
ing at the same (or uniform) rate.' That is, if the overall 
rate of development is 5 per cent then it does not mean 
that all sectors of the economy are growing at the same rate. 

1. Sectoral Growth Rales: This is just not possible as 
different sectors would have different weights in the develop¬ 
ment strategy. For instance, it might be perfectly logical 
for the agricultural sector to grow at the rate of 2,5 or 3 
per cent annual and the manufacturing industry at the rate 
of 8 to 10 per cent annual and infrastructure at a still higher 
rate of 12 to 15 per cent. 

All this follows from the relative weights that different 
sectors would command in the economy. Since agriculture 
is the largest sector, responsible for three-fourths of the 
aggregate output (in some economies even more), its relative 
growth share in the overall expansion of income would be 
lower than, for instance, the manufacturing industry, which 
generally accounts for a small fraction of output in a grow¬ 
ing economy. Agrain within the framework of the manu- 


Tliis is quite different from talking of balanced growlli within the 
.siiiiie sci'tor, wliicli would iniply iiiter-industry balance in the out¬ 
put atnicture of that sector. Of course, the interindustry approach 
is equally valid iji a generalised development model which cannot 
be framed without the use of such technique. However, wht-n we 
particularise the role of input-output relationships in a sector, rather 
than in the economy, then wo are emphasising the especial role of 
this technique from the micro point of view. 
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facturing sector the weight given to heavy and basic indus¬ 
try would be much larger than that given to the consumer 
industry. Since rapid advances in agricultural and indus¬ 
trial sectors would be imposing a heavy pressure on the 
existing services the latter would therefore have to grow at 
a still faster rate. Consequently differential sectoral (as 
well as intra sectoral) rates would be perfectly logical within 
the framework of balanced development. 

Still, it might be asked as to what sort of development 
rate can be used intersectorally so as to build up the theory 
of balanced development? There cannot be any straight 
answer to this question for the simple reason that this can¬ 
not be discussed without reference to a particular economy 
and as well as without a prior understanding of its peculiar 
problems. (If all growing economies were a homogeneous 
group of countries then the task would become quite simple 
and a particular model of development could have the uni¬ 
versal application. But, unfortunately, these economies dis¬ 
play a great deal of non-homogeneity in resources as well as 
in the level of development that they have already attained." 

2. A Part of General Theoiy of Development: Briefly, 
therefore, harmonious intersectoral development is a part of 
the general theory of economic development. In other words, 
targets in different sectors would have to be so framed that 
these are matched with the rise in the end national product. 
Further, as balanced development is intended to yield a sus¬ 
tained growth rate of economic development, it follows that 
the planned rise in income should also be maintained for 
over a sufficiently long period. However, as the above ana¬ 
lysis points out, great care is needed to plan intersectoral 
development rates—which are in perfect harmony with the 
overall rate of development. This obviously is the task of 
specialists and cannot be left to mere hunches and guesses, 
as generally is done at the moment. 


3 . 
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Investment Criteria 


The superfluousness that one encounters while analysing 
current approaches to balanced and unbalanced growth, is 
also found while one tries to analyse current approaches to 
investment criteria and choice among alternative techni¬ 
ques of production. Like balanced development, we con¬ 
fine ourselves in both these fields to achieving the goal of 
harmonious intersectoral development. 

There are two major strands in the current literature 
on investment criteria—one which falls under the name 
of maximisation of social marginal net product and the 
other which is concerned with the maximisation of the rate 
of growth (or which is the same thing as maximisation of 
profit reinvestment) with appropriate time lags.* However, 
to infer from this that the first approach is completely lagless 
would not be true. It also involves a time lag, though it is 
of a shorter duration. 

By adopting this line of approach it might be said that 
the socia marginal net product criterion is a short period 
phenomenon while the alternative one is a long period pheno¬ 
menon. Further, when emphasis is put on the former 
(social marginal net product), it logically follows that those 
investment projects would be selected which promise maxi¬ 
misation of national income as well as which would take 
care of its extended distribution so that the largest number 
of the people in the community benefit. All this would 
of course happen within the prevailing constraint of 
capital in the economy. In other words, those techniques 
of production should be selected which would help to 
maximise the input of labour—which is an abundant factor, 
and minimise the use of capital—which is a scarce factor. 

There is, however, the basic conflict between the maxi¬ 
misation of income and of its distribution. For instance, 
when emphasis is laid on the techniques of production 


4. A largo body of litcraturo exists on invostnicnt criteria. The issue 
had attracted especial attention in Hie 1950s and early 1900s. 
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which would maximise the output of labour or encourage 
the use of labour intensive techniques of production—we 
should not overlook the fact that labourers^ are also the 
consumers of a large part of the output thus produced. This 
would therefore affect the rate of saving needed to yield a 
larger income in the next time point. Consequently both 
maximisation of employment as well as maximisation of 
income could not go together simultaneously. There could 
only have been one of the either but not both. This is easy 
to understand. There could hardly be any possibility of 
maximisation of surplus through the wisest distribution of 
income if employment at a low level of production were to 
be maximised. It is not that labour intensive methods are 
incapable of generating a surplus but the rate at which 
the surpluses would be generated through these methods is 
not going to be large enough to promote rapid income 
distribution. 

Growth Oriented Approach 

The difficulty with the alternative approach" is tliat 
it is excessively development oriented, although one is never 
sure how much of economic development could be had 
through pursuing this approach. Rather, it might be that 
an excessive involvement with investment projects with high 
capital intensity and a long gestation period might even fail 
to generate any economic development. This could be due 
to the fact that investment made in projects, providing a 
high rale of return on an uncertain future date, might prove 
abortive in a growing economy. Besides, as the lime lag 
involved in obtaining optimal output from these projects is 


5. Wu iJiako a liin'cjciil tliHtiiivtiou bclwiva laliour aii<l 

labourer than wlitit lian tn'Cii HUUKcsti'd hy A. K. Sen (.see Choice 
of TfchnujuCif, (‘haj>tcr !)• In our caw labour refers to the input 
labour I'lfojt nt u time that ih , unlike Ken we do not discount 
it with time. 

C. 1 eibeiibtein is one of those who stress the il>jianiic role of enpitui 
<h whidt wouM iiiaxiiniHe rati'H ot jirolits as well as of 

growth. Kre W. (ialeiiboii atnl i{. I^eilienslein, Investincjif Oiteria. 
Prnrlucfivity and Kconoinic Developiiieiit, Qnorfcrly Journal of 
Eronoinuif^ August, lOoS. 
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excessively long, such investment might not at all appeal to 
the growing economies wliich are looking forward to those 
projects which yield both quick as well as effective results. 
The goal of profit maximisation and also that of growth 
maximisation, inherent in this criterion, might prove more 
illusive than real. 

Between the two approaches, the latter puts a larger 
emphasis on industrialisation, as impliedly a high growth 
rate could only be achieved through investment made on 
projects which promise a high rate of industrial growth. 
This is again based on the experience of more developed 
economies where a high growth rate is generally asswiated 
with rapid development of basic industry. However, if one 
were to probe deep into it (that is, association of p-owth 
rate with basic industry), it would be seen that this is only 
partially true. Behind this facade of high industrial growth 
lies hidden all the investment and effort made to strengthen 
the agricultural sector.'^ 

Agriculture and Marginal Social Net Productivity Criterion 

A high degree of capital intensity in agriculture is 
iiardly feasible in growing economies where the land- 
labour ratio might be such as to cause a high pressure on 
land.' The same may be true about other sectors—though 
perhaps to a lesser degree.'’ But this is quite different from 

7. Tlic trouble is that while suggesting a particular iuvestmei^ 
approach—here of course a capital deepening one—the only period 
used for liuving it is the ono that follows the take off phase w 
developed economies. However, if one were to analyse the take 
off phase itself or go to a period prior to take off, one could not 
fail to notice the dynamic role played in it by f^riculturo and even 
by simple consumer industries. 

8. Even in economics where man-laud ratio is supposedly somewhat 
comfortable, it is unfortujiately not conifortablo in the real sense. 
That is, though land is abundant good land, which would be 
brought under cultivation, is extremely limited and further a prohi¬ 
bitive cost would have to be incurred to convert the wasteland into 
cultivable land. Tlius even land-abundant developing economies 
do actually have a restricted cultivable man-land ratio. 

Q. When agriculture is a difficult sector in the semse that it precludes 
the use of capital intensive technology then it is easy to conclude 

(Continued on next page) 
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suggesting that a high growth rate in agriculture could only 
be had by adopting the marginal social net product 
approach. That is, with given factor endowment in a 
growing economy, an equidistribution of resources among 
the agriculturists would automatically maximise output. 

This of course is an oversimplification, for, nothing 
could be said a priori whether farmers would hold out an 
encouraging response to such distribution of resources. It 
is more probable that, within the prevailing framework in 
developing economies, they would be less responsive to such 
a stimulant. Thus, unless the whole framework is drasti¬ 
cally changed, through appropriate policy instruments, any 
equi-resource distribution among the fanners would not 
improve matters. 

The marginal social net productivity approach to 
development does also suggest the substitution of large 
farms by small ones for reasons of productive employment 
and also for obtaining a higher total output. This is further 
based on the assumption that the very existence of large 
farms would act as a positive hindrance to economic de¬ 
velopment."' That large farms should act as a positive 
hindrance to development sounds rather peculiar. This would 
only happen under these circumstances : (a) these farms are 
owned merely for prestige purposes and are therefore not 
cultivated, (b) these arc leased out on the tenancy basis and 
the tenants have no incentive to work on them, and (c) the 
income derived from these farms is mis-spent by their 
owners. 


(^Vi/niinued /rom poyc) 

tliat ijimiufacturiug iiidubtry Bliyuld be capital iiiteiisiye. Jty'v 

ever, wLeu industry isj made excessively eapitid intrusive, tins, 
instiad of saving the land problem, would rutber romplieiite it 
furthrr. TbiH is because hurli an iiidustria) p.itteiii, possessing a 
liiiiitiHl l■l)lplo,vllU'Ilt i>otrnti:i), eaiiind biing nbout a rapid tiaiis 

formation in the agricultural wetor. 

1? Iiipidentally this sort of «tand ban also been taken by tho growing 
eronomil'K, wbero tlio whole machinery of land reforms has necn 
uwd extriisively to break down largi- farms wliiili bavr been con¬ 
sidered unproductive. 
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Behaviour of the Landed Aristocracy: Perhaps it 
is the last factor than the other two which has made the 
landed aristocracy an object of special attack for obstruct¬ 
ing the whole process of economic development. Also, the 
second factor—a depressing agrarian climate for the tenant 
cultivators—is to be linked with the behaviour of the aristo¬ 
cracy. That is, the landed aristocracy acts as a major 
obstacle in the introduction of new innovations in the agri¬ 
cultural sector. Consequently, if big farms were split up 
and distributed among the tenants in small bits, equivalent 
to what they would have got under the tenancy arrange¬ 
ment, technological transformation in this sector would be 
promoted. 

Whether this would actually happen or not nobody 
knows. However, arguing in this manner would amount 
to putting the entire blame for the lack of capital formation 
in agriculture on the behaviour of the aristocracy which has 
been far more concerned with conspicuous consumption 
than with capital formation. I think this is an extreme 
view and not a correct assessment of the agricultural situ¬ 
ation under the aristocracy. Instances could be easily 
cited where quite a few members of the aristocracy had 
evinced a keen interest in the development of agriculture, and 
further, a sizable part of the income derived from this sector 
had been devoted for creating capital assets in the economy. 
Equally, if the aristocracy has been indulging in consump¬ 
tion rather than promoting capital formation, one has more 
to blame the peculiar domestic economic situation, with 
lack of investment opportunities, than anything else. 

Under these circumstances, should the blame be put 
on the aristocracy? Or on the lack of an appropriate indus¬ 
trial climate? One really does not know. But then, what 
is the guarantee that if farms were broken into small units 
and distributed among small farmers, the latter would make 
the best of the changed situation? 

Alternative Criteria in Industry and InErastmctnre 

Problenjs of equidistribution of investment among the 
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entrepreneurs in the manufacturing industry (essential for 
social justice) are still more complicated. First of all, 
because of the technological constraints, which call for the 
minimum size of investment, any possibility of equidistribu- 
tion of investment has to be ruled out. Even here it might 
be possible to break capital into small bits—-for instance, 
in consumer industries—it might not be a desirable course, 
for it might lead to a fall in the efficiency and increase in 
technological backwardness. 

While the manufacturing industry might allow alter¬ 
native technological choice (though in a very restricted 
sense), this would not at all be possible in the infrastructure. 
Here the investment would have to be of some minimum 
critical size and must be made simultaneously on different 
fronts. 

Summary 

Briefly the above discussion is a clear pointer to the 
fact that marginal social net productivity approach suffers 
from inherent contradictions as well as is unrealistic in its 
approach to the problem of economic development. But 
the alternative growth maximisation, through the creation 
of basic industry capital, is still worse as developing econo- 
roies cannot afford to experiment with a highly capital 
intensive mode of production. 

Then where do developing economies stand? What 
type of investment criterion should they adopt for fostering 

economic development? 

Choice of Techniques 

Before we discuss this, let us connect the discussion 
tn the previous section with the choice of alternative techni¬ 
ques of production. Such choice is an integral part of the 
investment criteria, for, while the latter is supposed to pro- 
vide an overall guideline for investment, the former (the 
choice of techniques) as its very name suggests would pro¬ 
vide among the alternative techniques that technique which 
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would help to optimise the rate of development.^ In other 
words, while the former is supposed to act as the principal 
guiding force behind economic development, the latter is 
thought to provide an effective via-media for achieving it. 

As choice of technology provides one of the major 
policy instruments for achieving economic development, it 
naturally occupies the core position in this process. Thus 
every economy has to choose appropriate technology which 
would yield the desirable results. 

From the earlier discussion of investment criteria two 
sets of technological choices are broadly suggestive, (a) 
labour intensive, and (b) capital intensive. The former, as 
it has already been noticed, puts a large emphasis on em¬ 
ployment (which is the same thing as spreading the limited 
capital available among the largest number of people), the 
latter on the other hand emphasises on investment deepen¬ 
ing (or restricting employment of labourers). 

This could be the simplest possible approach to the 
teclinological choice problem, which is free from intricacies. 
However, as we fish deep into the whole issue, we find, this 
is not so. Certain questions crop up. For instance, is it 
possible to have technological choice conforming to factor 
intensity of the economy? In other words, is it correct to 
assume that techniques are so easily available as to conform 
to different degrees of labour and capital intensities? 

Though it might be possible to have such choice in 
pure theory,*^ operationally it would be extremely difficult 

IJ The problem is also odo of optimising eniploymeut aud out- 
out. We u»e the term optimisation uud not maximisation beciiuae, 
while it might be possible to maximise employment mth a given 
twhiiological choice, it might not yield optimal development path 
The latter could only be built if due empliaais was put on the 
optimisatiou of the development path, that is, achievement of the 
goal which promised a rational uso of both capital and labour* 

]2. .A K. Sen lias skilfully analysed this problem iu theoretical frame¬ 
work. He also admits that in actual practice neither the produc¬ 
tion function would be continuous nor would it be possible to 
suggest techniqucH conforming to a particular production function. 
However, the framework that he suggests has very little relevance 
to developing economies. See Choice of Techniques. 
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to have it. And ironically the problem becomes more 

complex as we move from simple consumer industries to 

consumer durable and from the latter to basic and heavv 

mdustry. The range of technological choice therefore as 

we move high up on the scale of industrial production, is 

l^ted because of indivisibility in production and also 

because of the high cost involved in prospecting alternative 
techmques.“ 

Thus when we refer to choice of techniques, a clear 
distinction has to be made whether it refers to consumer 
industry or to capital industry; and in consumer whether 
It refers to durable or non-durable consumer industry; and 
further within capital industry whether it refers to the manu¬ 
facture of simple, medium or more complicated capital 
goods. ^ 


Being an intractable issue, economists have often been 
tempted to approach the problem of technological choice 
purely from the macro point of view. But this sort of 
approach, as we have already noticed earlier, hardly makes 
sense and helps us least in building up a development path 
A developing economy is going to raise a series of questions; 
foremost would be, can it really have a choice in techniques 
in accordance with its own peculiar economic conditions? 

It is obvious that the degree of freedom available, in 

technological choice, is extremely limited." Would it not 

^crefoic be better if the term ‘choice’ is totally eliminated and 

instead replaced by ‘technique with particular rated capa- 
city’ ? ^ 


•f 

t. 


14 


J-or .i.i.-c, the tc-cJiiiofogy of a hU-iI plant, though i.ot poriua- 
fixed. iH alHO not cusily changcablo. Such change >^ould 
.ill lor .1 lioavy iiivci.f«iu.|.t in research wliid, ,oiiM only l,t linaoccd 
hy a argo corporation or hy tho Cover,unent. Even if a cl.ange 
n technology ,s Miggesled. after a prolongeil period of researd. 
It wouUl not he vuny to iiicorporatf it info \]n* steel ul.uf fi ' 

latter would push up rapidly the rate- of obsolesclnce wdiich * c 
economy might not he in a position to afford. ' 

Home might argue out that this would not he correct in so far as 
lie whole held of coriKumer i.i.lustri.s is concerned, “ere the 
rang.- of alteriiaUve production possihilitics is fairly liigh How 
er. fins ,H again a myth. Jn actual pnutice the degre? of fn'e 
dom avuiJahle here also la not buhstantial. ^ ^ ” 
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This is beacuse the word choice is deceptive as it 
connotes the existence of a wide spectrum of techniques. 
Equally, the word choice is very vague as it is not possible 
to particularise technology and the latter is very significant 
for economic development. Here the emphasis has to be 
on choosing a particular technique having relevance to the 
economy under consideration “ and not having a plethora 
of techniques which in any case is more elusive than real. 

Further, in the conventional approach to the problem 
of technological choice, the emphasis is mainly on these 
two parametres—labour and capital. It is the degree of 
intensity of the two which provides us with different vistas 
on the problem. Technology might be labour using and 
capital saving; or it might be labour saving and capital 
using; or it might be labour neutral and capital using; or 
capital neutral and labour using; or both capital and labour 
neutral; and so on, one could think of a number of possi¬ 
bilities. 

Two questions straightway arise, (a) Is technology 
exclusively based on capital and labour and (b) what is the 
operational significance of the various combinations sug¬ 
gested by these two parametres? 

Capital and Labour 

When we put emphasis on the role of capital and labour 
in technologic^ choice then we are also assuming at the 
same time that the terminal output that would emerge from 
a given technique is primarily the function of these two 
parametres. Tbis is all right in so far as the classification 
of various techniques is concerned (that is, labour intensive, 
labour saving, capital intensive, capital saving, etc.). But in 


15. One of the significant decisions that has to be made by a develop¬ 
ing economy while choosmg a particular technology is the pay off 
function of this. A developing economy cannot afford to postpone 
I*:;y off for an indefinite period. In view of the tight resource 
position, such an economy would have to take a cautious stand in 
tlie niatter. Here the capacity approach to technological choico 
would definitely yield favourable results than could be had by 
adopting choice in techjiology approach. 
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a growing economy the problem would have to be ap¬ 
proached from a different angle. Here the major bottle¬ 
neck is to be found in the availability of basic raw 
materials necessary for achieving the planned output 
targets/" When we use a particular technological ap¬ 
proach, as alternative to technological choice, the problem 
of working capital would automatically be subsumed in this 
as the rated capacity would not be achievable unless it was 
matched by the contra flow of raw materials. 

In the conventional technological approach, this aspect 
of the problem is generally neglected, not being of much 
significance in developed economies. However, this is not 
so in developing economies. Here the availability of raw 
materials (or working capital) cannot be taken for granted. 
It has to be made an integral part of the selection of a parti¬ 
cular technology. This is the basic reason why emphasis 
has to be put on a particular technology. 

Further, a particular technique is to be treated in terms 
of labourers employable and in a more refined term, labour 
time, used in terms of final output that can be obtained. I 
feel that distinction between labourer and labour time has 
been given undue weightage.” In developing economies it is 
more important to know how many labourers (in pure 
number) could be employed through using a particular 
technique. As to what they are capable of producing has 
already been determined by the rated norm of the techni¬ 
que, thus making the concept of labour time superfluous. 


10. In otlior words, in the conventional technological approach both 
fixed capital and labourers are considered to be the basic inputs 
used for producing given output and so choice among alternative 
techniques is made from the point of view of avuiliibility of those 
two inputs. However significant a role these might play in de¬ 
termining final output, these by theinselves cannot create output. 
The two factors combined in technological choice could at best be 
the instruments in creating output but would not create optimal 
output unless these were elRciently combined with stocks of raw 
materials (or inventories). 

17. Especially by A. K. Sen. In his view when we talk of labour it 
refers to labour time and we talk of labourer it refers to actual 
worker. 80 he thinks both labour and labourer should be properly 
distinguished, sco also f.n. 6 , 
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However, when the problem is that of choosing between 
one technique which is wasteful of labour time and another 
one which is not, perhaps the concept of labour time 
becomes significant. But this is again begging the ques¬ 
tion. For instance, why has a technique, which is wasteful 
from the point of view of labour time, been in use? It 
could only be so if no alternative techniques were avail¬ 
able. Therefore, the word choice ^becomes meaningless! 
However, if the reference is only to a technique at a given 
time, which has supported more manhours than desirable, 
then we are again assuming that because of the lack of 
alternative employment opportunities or the lack of alter¬ 
native technological choice more labourers were allowed 
to work than were needed." 

Choice Among Alternative Combinations 

Once we assume that both labour and fixed capital 
would provide only a partial answer to the problem of 
making a technological choice, then it becomes apparent 
that the various alternative technological choices, as sug¬ 
gested earlier, would be more abstract than real. 

Even otherwise too it looks rather absurd that a 
technique at the same time should be both labour intensive 
as well as capital intensive. It also does not suggest time 
lag. That is, if given time, what would be the follow up 
sequence. 

Further, to suggest that a technique could both be 
capital saving as well as labour saving needs to be ap¬ 
proached with care. If this were to happen in the real 
world then we would surely be approaching the golden age. 
Unfortunately the real world is far different from the golden 
age world. 

Whether a technique could be more or less labour 


18. Ono feels that sort of .situation has been ruling; in develop¬ 
ing economics—.atleast till recently when bocanso of the lack of 
alternntive techniques a f.'ir larger number of labourers were em- 
pla.vod in given techniques than desirable from the productivity 
(labour output) point of view. 
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using, or alternatively less or more capital using, is gomg to 
be extremely vague. In fact this would hardly make a 
rational approach to the problem of technology and would 
continue to remain an abstract theoretical exercise, without 
having any operational significance. 

Neutral Technology 

Some economists” have a special fondness for the 
use of the term neutral with choice of technology. They 
are of the opinion that for a steady growth it is essential 
that the role played by technical progress should be such 
as to leave a proportional effect on all the factors of pro¬ 
duction (or inputs). The growth rate of technology there¬ 
fore should be proportionate to that of capital and labour 
(wages), and of the latter to that of technology. In both 
cases the effect of technology is neutralised by the pro¬ 
portionate growth of other factors. 

Another way of looking at this would be that while 
techniques are continuously improving (getting more effi¬ 
cient), the rate at which such technological change would 
be occurring would be matched by the rate at which invest¬ 
ment and wages would be growing. 

Such neutral behaviour of technology is of course not 
the subject of interest for developing economies. Here 
their main interest is in the growth of output at a rate which 
is larger than rise in wages or in prices. In other words, 
the addition to capacity, as a consequence of fresh invest¬ 
ment made, should yield larger output per unit of invest¬ 
ment than output had through the same investment in the 
previous period. The rate of increase in output per unit 
of additional investment made is therefore larger today 
than was the case yesterday. Thus the rate of change in 
output, as a consequence of addition to investment, is not 
constant. 

All this amounts to saying that under our approach of 


J9. Those belongiug to Harrodian and Bickaian Schools. 
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addition to particular technology, which is the same thing 
as addition to capacity in a particular field, the output is 
growing at a constantly higher rate than increase in wages 
or that wages are increasing at a constantly lower rate. 

Pardcnlar Techniqne/Project Approach 

Last we come back to our earlier query, if the existing 
approach to investment criteria (and impliedly to choice of 
technology) is unsatisfactory, then, what is Ae alternative 
line of approach to be adopted by developing economies? 
We have already hinted at the answer to this in the discus¬ 
sion under the choice of technology where we suggested the 
adoption of a technique with particular rated capacity. 

On similar reasoning a particular project approach 
would be more helpful in economic development than 
adopting either marginal social net produce or growth maxi¬ 
misation criteria in investment allocation. In fact advo¬ 
cates of investment criteria are as vague about optimal 
investment allocation as are advocates of choice of techni¬ 
ques. What needs to be emphasised therefore is a particular 
project approach for building up a rational investment 
criteria which would be meaningful from the point of view 
of economic development. Thus a particular project ap¬ 
proach, or the creation of appropriate capacity approach 
are of greater help in investment allocation than alternative 
approaches. 



mii^ Up 


Since balanced development puts emphasis on the 
building of a continuously rising income path through 
balancing intersectoral economic development, it has a 
definite edge over the alternative theory of balanced growth. 
Further, it is an integral part of the theory of development, 
while balanced growth could hardly qualify for this status. 

Like balanced growth, the current approach to the 
concepts of investment criteria and choice of techniques is 
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mainly from the point of ’ view of growth theory than of 
development theory. While examining the current approa¬ 
ches to investment criteria none was found satisfactory and 
could not therefore offer a satisfactory prescription to the 
problem of development of growing economies. 

In our search for alternatives we have found that techni¬ 
ques with particular rated capacity conforming to planned 
output and also a particular investment project approach 
should prove quite useful for developing economies. 
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Capital Problems : Accumulation, 
Allocation, Distribution and 

Mobilisation 


Introdoctioii 

Capital plays an important part in the theory of balan¬ 
ced development as well as in the theory of economic deve¬ 
lopment. Here an attempt is made to explore some of the basic 
issues raised in the current thinking on capital and on the 
basis of such exploration to suggest how much of these 
could be accommodated in the theory of economic develop¬ 
ment and how much needed to be drastically changed or even 
rejected in toto. 

Initially we define capital itself. Then we go over to 
the problem of accumulation. Whether capital inplies accu¬ 
mulating any capital it refers to or only selected capital. 
Subsequently we examine the capital coefficient concept for 
allocating capital on the basis of proposed output norms. 

Further, certain issues raised in connection with the 
distribution of capital have been examined. From here we 
go over to the crucial problem of resource mobilisation both 
from external and internal sources. In so far as the 
mobilisation of external resources is concerned, we examine 
the strength of the argument that developing economies enjoy 
an unlimited access to foreign aid. 

74 
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Capital Defined 

In our approach to capital we exclude from it the part 
played by human capital for the simple reason that all human 
efforts have already been embodied in physical capital assets 
which are the main centre for our interest. We are also 
excluding from it natural resources (like lands, forests and 
minerals) which one could at best say embody the potential 
capital, or that which could be converted into real capital in 
due course of time. Since at the moment’ these have not 
been converted, we exclude them from the category of capi¬ 
tal. We arc, therefore, interested only in those physical 
assets which have actually been converted into capital. Fur¬ 
ther, our interest in capital is only to the extent it is repro¬ 
ducible, that is, which yields positive output, whether in 
short run or in long run is immaterial. 

On this very reasoning draught cattle power used for 
producing output, which is sold in the market would form a 
part of the stock of capital. 

A question may be posed, when we admit that cattle 
power is a part of the stock of capital then would it not be 
unjust to exclude human labour from this stock? In other 
words, that part of labour which is used for producing 
output should analogously qualify to be included in the slock 
of capital. But there is a difference between human labour 
and non-human labour, the former produces ‘positive* output 
(machines, consumer durables and non-durables), whereas 
the latter does not. Thus positive output—or output 
requiring the skill of human labour—is only possible to have 
through the application of human labour and not through 
any other form of labour. This amounts to saying that, 


1 . Thou(c]i capital accumulation in necessarily a tlyiiainic process 
1 hereby HuirKc.Ktiinr the rate ut which it can ho accuimihitcd over 
time, nonethcIobH our kiiovvlctl^e of actual oa[iital cxistiiiu at a 
Xiarticular time (in the expost hciiko) is what is operationally siffni* 
firaiit for eermomie cl<*velopment. Since nohotly knows tlio c.xteiit 
of jiatuntl re«>urcos that any economy posseami sine** wo use 
th<‘ stock of capital in expost sense wherein a part of the e\tstinj^ 
renvoi nvH have* alrea*ly licfui ornlKnliecl it wotiM Ik? of no list* to 
talk separately of those* resources 
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while cattle or for that matter electric power is aa ordered 
form of input, helping to realise a certain output, the 
human power (or labour) is the main guiding force behind 
this ordering.* 


Acc 


IIM 


oladon 


With this approach to capital—^which is a generic term 
covering all sorts of physical capital (including cattle power 
to the extent it is reproducible for the market economy), 
let us next turn to the problem of its accumulation for, ulti¬ 
mately, all output (income) emerges from such accumula¬ 
tion and faster, therefore, the rate of accumulation of phy¬ 
sical capital faster would be economic development. 

The last portion of the previous paragraph needs 
further articulation. Does it mean that faster is the 
accumulation of any type of physical capital, faster would 
be economic development? 


As it is obvious from our earlier discussion, we do not 
mean this. Further, the whole approach to the concept of 
accumulation of capital in a developing economy is going 
to be quite different from the one used in developed econo¬ 
mies. It would hardly help the former, if they were merely 
to accumulate physical capital of the nature that already 
exists. In fact, their backwardness is primarily due to the 
fact that the nature of their existing stock of capital is such 
that it does not encourage faster growth in income. Conse¬ 
quently they would have to accumulate capital of a totalljy 
different vintage. 


This can be put in another way. More developed 
economies could use (ex ante) capital-output ratio as an 
important guideline for investment allocation, as their pro¬ 
blem is merely to accumulate capital which is not very 


2. In other words, the use of skiUs and intolligeaice for augmenting 
pro(l\iction or inventing new ideas is exclnaivelj confined to human 
beings. Kor instance, irniximisation of output through the oinploy- 
nient of animni power, is exclusively the result of Jiiunan endeavour, 
who take the ^ntal decision ns to how much of this power is to be 
omployed to achieve a particular goal. 
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different from that which is currently existing,* rather the 
whole concept of steady growth is built around the con¬ 
stancy behaviour of capital-output ratio.* 

However, developing economies could not follow such 
a path. In fact, they do not have any past capital co¬ 
efficients which they could use for future investment alloca¬ 
tion. At best they would borrow the ratio from developed 
economies. But this could be helpful only if their produc¬ 
tion functions were identical with those of developed econo¬ 
mies. This is not so. 

What Alternative ? 

But then the policy makers in developing economies 
are going to ask, it they did not have any ratio of their own 
and neither they could use capital coefficients borrowed 
from developed economies, then what course they should 
follow. Thus we have to search for the alternative approach 
to investment (or capital accumulation) which is indepen¬ 
dent of the current capital coefficient approach. Here 
again (technical) capacity approach, to which we had the 
occasion to refer to in the previous Chapter, comes to our 
help. Under this, emphasis would, by and large, be on 
the ‘creation’ of productive capacity, conforming to optimal 
rate of development, which itself has been predetermined. 

Certain issues arise: How are we going to reconcile the 
creation of capacity in physical terms (equivalent to planned 


3, This woul<l not be Mtrictl) true, fur if we u<lJiijt tills, tlieii we albo 
aHHUiiie that tecbiueal proi^re^^^ is zero wliicli would not be true*. 
However, what iu implied by this statement is that accumulatioji 
of capitiil would, by and large, not be Higiiiticautl.v diiVerent from 
that already <*xiHtijig. There would only bo marginal adjimtiiuMit 
in the existiug stock through technical progress while the capital 
stock itsedf would not be undergoing any structural change. 

4. The eoiiHtiiJicy behaviour of capital, output ratio in a isteady growth 
model also follows from the fact that capital stock In a developed 
ecoiioiiiy would not uiulergo any structural change and as such 
any aildition to this stock would yield output which would not bo 
different from the average output to be obtainc<l from the exist¬ 
ing stock of capital. Ilcro the main problem is to ensure a full 
utilisation of the existing stock of capital for maintaining full 
employment. 
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output) with the achievement of particular rate of develop¬ 
ment expressed in monetary terms? Further, how far the 
new approach is improvement over the conventional capital 
coefficient approach which we have already rejected? 

Major Flaws in the Conventional Capital Coefficient 
Approach 

In the conventional capital coefficient concept both 
capital and output are expressed in value terms, that is, 
so much of investment would yield so much of output (both 
in value terms). This means that if a technique conform¬ 
ing to a given investment is used it would yield appropriate 
output evaluated in money terms. The relationship between 
the two parametres, is, therefore, purely in money terms. 

Let us see the fallacy of this sort of approach. While 
investment in a particular equipment is made in the previous 
period, the flow of output from it would take place in a 
future date. Thus investment and flow of output have 
absolutely different time dimensions. However, when a 
certain ratio (or capital coefficient) is suggested, then it 
logically follows that both investment (in technique of pro¬ 
duction) as well as the flow of output would have identical 
time paths. This would be true only under very restricted 
conditions, that is, when the technique is of such a low 
level of capital intensity that appropriate output is had from 
it without bringing in time. But this is not what is of 
interest either from growth or from development point of 
view. Here time is going to pose a difficult problem of 
accounting. 

Besides when investment and output are related to 
different periods, there is the problem of prices. Obviously 
when a particular ratio is suggested it is assumed that prices 
would not change. That is. the set of prices used in deter¬ 
mining the value of a technique would also provide a fairly 
good guideline for evaluating output obtained from such a 
technique. However, the prevalence of a constant ratio 
between the two parameters is a big assumption and is far 
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removed from what actually is found in the real world. 
And, it is all the more so in a developing economy, where 
a price stability postulate is actually going to act as a posi¬ 
tive constraint in the path of economic development. 

The price relationship between technique of production 
and output being so difficult to determine in a growing 
economy, the capital coefficient based on a static time 
postulate would not serve much useful purpose. There is a 
need for emphasising capacity and output in physical 
terms rather than in value terms. 

Advantages of Alternative Approach 

The basic line of demarcation between this approach 
and the alternative capital coefficient approach, therefore, 
is that while the former lays emphasis on the ‘actual capa¬ 
city’ to be created which should conform to the ‘actual 
output’ to be had in physical terras, the latter does not 
touch the problem of physical output but with its evalua¬ 
tion in monetary terms. 

When we adopt the actual capacity approach, as 
synonymous with the proposed or planned output, then this 
could be none else than the output so planned. However, 
we are more interested in the output that can be achieved 
than the one which is merely planned. The chances of 
achieving the latter are far larger when we use the capacity 
approach rather than the alternative capital coefficient 
approach. 

Further, when emphasis is on physical output and 
capacity has been planned accordingly, the chances of the 
two approaching the equilibrium level would be far stronger 
than under the capital coefficient approach, where the value 
of output is relatively less dependent on the technique than 
on the market price. Tn fact, in a situation where there 
occurs a rapid fluctuation in the market prices the value 
of output, under the capital coefficient approach, might 
behave quite independently of the value of the capital. 
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1. Working Capital: Besides, when output is linked with 
physical capacity, a larger attention would be devoted to the 
working capital. In fact, the alternative capital coefl5cient 
approach is silent on the behaviour of working capital for 
its main concern is only with the value of output. True 
that on account of the price behaviour, a given value of a 
output might be achieved through a smaller input of the 
working capital. But the moment the prices start moving 
upwards a large dose of the working capital would be 
called for to achieve the same value of output. 


This sort of assumption about the working capital 
would not find a respectable place in the general theory of 
economic development. Here the working capital would 
have to be specifically built into the general framework. 
When attention is focussed on the physical capacity and 
output, then especial care would be taken of the working 
capital for it would be difficult to achieve capacity output 
without a specific dose of the working capital. 


I think the last point is worth emphasising upon for 

neglect of the working capital which could 
seriously jeopardise the achievement of production target 


it is the general 


and thereby upset the whole process of development. 


2. Employment: Further, the conventional capital 
coefficient concept is silent on employment. In fact, it 
treats it as if it were neither connected with the flow of 
output nor playing an important role in determining the 
value of output. This, at the same time, does not mean 
that the cost of employing labourers is not accounted for 
while determining the value of output. This could only 
happen if we were to use the concept of net output. This 
of course is not so as under value that is used in determin¬ 
ing the price of final output. Nothwithstanding this, the 
cost of employing labourers is not looked at as a ‘major 
component of cost’ in evaluating output which, as can be 
made out from our earlier discussion, is more linked with 


the cost of machinery (or organic capital) than with factors 


like employment and income distribution. 
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Developed economies might use such an approach for 
building up an investment-output model—for in developed 
economies a fairly ordered behaviour of these variables is 
to be found. However, developing economies can ill afford 
to take such liberty. Here one of the most significant pro¬ 
blems before them is that of creating maximum employment 
opportunities. This is duly taken care of in the aUernative 
approach, of creating capacity which is equivalent to the 
output needed to attain a certain rate of economic develop¬ 
ment. Thus the plarmed physical output itself would be 
embodying human effort at a particular level of employ¬ 
ment. 

Coordinated Approach 

The physical capacity concept has a further score over 
the alternative capital coefficient one. As physical output 
is the coordinate function of organic capital, raw material 
and human efforts, it would accord due attention to all 
three variables. The human efforts, in particular, would 
be reflected in the productivity form. In other words, 
through the concept of physical capacity a developing econo¬ 
my would be encouraged to make a better use of scarce 
labour skills. 

Full Employment and Capital Stock Distribution 

This, however, is quite different from saying that a 
developing economy should also build productive capacity 
from ffie point of view of attaining full employment. This 
can only happen if the economy has access to sufficient 
stock of capital or that the stock of capital is such that it 
could lead to equidistribution so as to yield full employ¬ 
ment, It is the latter view rather than the former which 
is responsible for the misconceived notion that developing 
economies could attain full employment. 

Such an approach would involve a considerable water¬ 
ing down of the most scarce resource—capital. This is 
what, as we have seen in the previous Chapter, is suggested 
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by those who are keen on providing full employment 
through labour intensive techniques. Here they would like 
each labourer to be provided with that amount of capital 
which is equivalent to his average share in the total stock of 
capital evaluated in money terms.® 

It might be that those who advocate perfect division 
of capital further assume that a large part of the existing 
stock of capital is so allocated as to stand in the way of 
economic development. So there is a genuine case for 
reallocating this stock. 

This would mean (a) that the stock is embodied in 
unproductive assets, or (b) that there is large concentration 
of stock in the hands of those persons who are so inefficient 
that they cannot make optimal use of this stock, or (c) that 
the stock is concentrated in the hands of monopolists who 
are deliberately keeping it idle so that they could obtain 
bigger profits through creating artificial scarcity. 

Stock in Unproductive Assets 

If the stock is embodied in unproductive assets like 
palatial buildings, gold and ornaments, it would be extre¬ 
mely difficult to distribute it to the members of the society. 
In other words, such stock cannot be broken into small 
meaningful units. Otherwise too, even if it were possible 
to reallocate it, it would not yield output unless the stock 
was first converted into manufacturing equipment. Conse¬ 
quently reallocation of stock would be meaningless without 
first trying to convert it into appropriate techniques. Such 
transformation would however be quite a difficult job. 

Stock Controlled by Inefficient Persons 

When it is suggested that the stock is in the hands of 


5. The asaumptdoii here is that techniques would be tailor made to 
any order and that the sharing of capital stock among the mem¬ 
bers of the community would automatically conform to particular 
technique. This, as was seen in the last Chapter, would only bo 
of fteadcmic interest but hardly of any practical signideance, as 
techniques generally have fixed frontiorsi 
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those who are quite inefficient to derive the maximum output 
from it, then from it is inferred that there is a case for the 
redistribution of stock for promoting economic development. 

However, one could pose a counter question, why 
should a few people sit tight over the capital stock for an 
indefinite period when they are not able to make an optimal 
use of it? Certainly capital would not be accumulated 
merely for the sake of accumulalion.“ If we rule this out, 
then the alternative possibility is that entrepreneurs are 
keeping the stock idle for the time being alone so that better 
results could be obtained later on. This is fair enough, as 
all inventions are made in anticipation of obtaining optimal 
output (with, of course, time lag). 

But if entrepreneurs find that optimal output can never 
be had, or that it would have to be postponed for an indefi 
nite period, then they would certainly refrain from invest¬ 
ing in the capital stock itself. 


Slock Controlled by Monopolists 

If it is suggested that the stock is in the hands of a few 
entrepreneurs who behave Ike monopolists and are deli¬ 
berately trying to keep it idle so that they could gain larger 
profits through creating artificial scarcity, then it assumes 
that there is already enough demand for the output produced 
with the help of the existing stock of capital. But this 
might not be the case in a developing economy where the 
existing market is so small that it is unable to absorb the 
output from the large scale manufacturing industries. The 
domestic market being extremely restricted, a monopolist 
might not have another alternative but to produce below 

capacity. Consequently the use of the word ‘deliberately’ 
would be a misnomer. 


if it only refers to output from a specific activity 
hke steel—which possibly it does—then because of indi- 


0. Ttiis would lie true enlj' in the Marxian worhl where e.apital is 
euppowxl to the acciiiiiulated for tlio eako of accujimlution as 
eutreprcjieurs are capital hungry. 
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visibilities of such stock its distribution has altogether to be 
ruled out/ 


Summary 

Thus, under all three assumptions, the case for equi- 
Uistribution of the existing stock is highly rhapsodic. Not 
only does one meet the problem of indivisibility of certain 
stock, there is also the more baffling problem of distribution. 
One also cannot overlook the various bottlenecks that are 
likely to emerge right at the start of the situation. That is, 
besides technological and motivational constraints there 
might as well be scarcities of raw materials as well as the 
sluggish behaviour of the market for the final output. 


Distribution of Stock: Need for a New Approach 

The traditional approach to the distribution of st<Kk 
in the static sense, has therefore to be discarded and replaced 
by a more dynamic approach of capacity generation—which 
has frequently been referred to earlier. The latter does not 
accept the existing resource base (or stock of capital) of 
the economy as a suitable starting point and neither believes 
in apportioning the stock on a pro-rata basis for attaining 
full employment. It, on the other hand, lays a positive 
emphasis on increasing output, through suitable capacity 
creation, which should correspond to a quick rise in national 
income over time. 


When emphasis is on the creation of appropriate capa¬ 
city, it as well suggests simultaneously that the capacity 
fhus created—or capital stock added—would bring about 
quick structural transformation in the mode of production 
in the economy. 


Foreign Ca|Htal 

However, when we talk of the rate of addition to the 


7. Our basic interest in the distribution of the stock of capital is 
to that Oitent where it is divisible among the members of the 
ooininuiiity. However, the nature of investment undertoken by 
the monopolist is usually such that it is not divisible into small 

bits. 
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current stock of capital, it also follows that much of it would 
have to be imported from foreign countries." The latter, it 
further follows, have the capacity to lend capital to develop¬ 
ing economies at rates of interest acceptable to them. 

However, such capacity to lend and the need for 
borrowing by developing economies are quite different things 
than suggesting that developing economies possess an un¬ 
limited capacity to absorb capital. This line of approach 
is basically at the back of the mind of those who advocate 
that growing economies have an unlimited opportunity to 
develop through imported capital. 

Such argument generally follows this course. Since 
the existing capital stock has a zero development potential, 
it has to be discarded almost in toto and new plants and 
equipment have to be imported from foreign countries, 
implicitly the latter possess a large development potential. 
Further, developed economies are already endowed with 
a large stock of such capital—or the latest techniques—so 
that if they were not to export the same they would be 
facing a step fall in the rates of domestic income and em¬ 
ployment which would ultimately affect their growth rate. 
Thus it is very much in the interest of developed economies, 
as well, that they export as much of capital as possible. 
From this it as well follows that since these economies also 
have a personal interest in the export of capital, they will 
be prepared to do so at a rate of interest acceptable to de¬ 
veloping economies. 

On the other hand, developing economies are not only 
badly in need of such technology rather, considering their 
development problem, they also possess a vast capacity to 
absorb such technology. This view is also based on the 


8 . Iiieidcntally we must make it clear that we are using Foreign 
capital not id terms of transfer of gold or even of foreign 
exchange but in terms of transfer of CQuipinent aixl intermediute 
goods« or even in the shapo of transfer of foodgraiiis. Howev<T, 
if the equipment is to bo purchased from countries other than 
providing Hnancial help then the transfer would be in the slinpo 
of foreign exchange released for the purchase of such cquipm«*nt 
from the third country. 
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assumption that the major bottleneck in economic develop¬ 
ment is the supply of principal inputs and not the demand 
for final products. This therefore suggests that demand 
has no independent function of its own. It is dependent on 
supply. If the latter were tackled, the former would auto¬ 
matically be taken care of. 

From the above it also follows that developing -econo¬ 
mies would have no difficulty in meeting the interest liability 
that would arise from borrowing abroad. Initially these 
would be so nominal as not to impose great hardship on 
these economies. Over time, they would be able to earn 
sufficient income to discharge these liabilities. Another way 
of stating this is that the basic industries installed through 
these borrowings, would soon be operating at full capacity, 
as well as selling output from these plants in the inter¬ 
national market at competitive prices. This being so the 
economy would have no difficulty in meeting the interest 
liability, as well as paying back the borrowed sum. 

Emergence of Cracks 

Thus the model of capital import, which follows from 
the above discussion, holds out a great appeal to developing 
countries and looks almost flawless at the first sight. How¬ 
ever, as we go deep into the whole issue, we find that cracks 

appear rather early and these take away all the glamour of 
the model. 

First of all, the assumption of an unlimited supply of 
capital from more developed economies is to be questioned. 
The mere fact that these economies have a large accumula¬ 
tion of capital (mainly as a consequence of their capacity 
to manufacture capital equipment), does not mean that they 
are suffering from excess supply of capital. In fact, in view 
of a high rate of obsolescence and depreciation these econo¬ 
mies would themselves have to accumulate capital at a very 
high rate in order just to stay where they are. 

Besides, developed economies are going to specialise 
in particular brands of equipment, which would be having 
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a sufficient export market within their own group (that is, 
among developed economies). In fact, the mutual transfer 
of capital goods among developed economies being so large 
they might not have enough margin to feed the requirements 
of developing economies. 

In view of this, it would be appropriate to add that 
developed economies might not be interested in lending 
long term capital to developing economies, and if at all they 
do it, they are likely to impose certain constraints which 
will not be of help to developing economies. For instance, 
the constraint might be—and this is as well borne out from 
actual experience—that the capital recipient economies 
should also buy equipment from the lending economies (and 
from nowhere else). However, the prices charged for such 
equipment are far out of tune with the international prices," 
which merely adds to the extra burden on the former. 

Further, the rate of interest charged might not be as 
low as it is usually thought to be. Being a long term loan, 
even a low rate of interest would make a big hole in the 
tight budgetary position of developing economies. Besides, 
as interest charges on the borrowed capital might have to 
be paid in a particular currency (if so insisted upon in loan 
agreements), then it could mean quite a substantial burden 
on the foreign exchange position of the economy. 

Both tht payment of interest charges as well as of the 
principal amount would depend upon the performance of 
the projects thus established. Unfortunately this part of 
the problem, as it has already been suggested elsewhere, has 
been approached in a casual tone. In fact, it is assumed 
that it is the establishment of the plants that matters, and 
that the rest would develop automatically. 

However, this is not so. Developing economies have 
generally to face a number of supply bottlenecks. Raw 
materials might not be available both in quantity as well as 

9' Tills is just the contrary to wLat is generally bi-licvcd in some 

i.o., tlijit foreign capital i» costless, 
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of the quality demanded by these plants. Further, the 
skilling of labourers being a time-consuming process, it is 
likely that plants thus established might operate below capa¬ 
city for quite sometime. The lack of effective demand for 
the products manufactured might as well induce below capa¬ 
city operation, even though technical factors are as required. 

Need for Cost-Benefit Studies 

All this amounts to saying that, in the absence of 
appropriate cost benefit studies, the selection of projects 
would be a difficult job.“ Further, without these studies 
there are likely to be excessive time lags both in the com¬ 
pletion as well as in the operation of these projects. The 
difficulties, coupled with inflation which itself would be 
aggravated because of the selection of inappropriate pro¬ 
jects, would rapidly push up the cost of projects. This 
would therefore call for a fresh allocation of resources and 
for a larger dependence on capital from developed econo¬ 
mies. 

And even if the projects were to be executed within 
the scheduled time and necessary inputs were available— 
indeed very heroic assumptions—it would not mean that 
they would be operating at full capacity. It might be that 
the user or complementary industries—^which buy the output 
from these plants have not been established, or even if 
established are slow to come up, may be—as also suggested 
earlier—because of the deficiency in demand from the 
domestic consumers. 

As far as the tapping of the export market is con¬ 
cerned, and this is important to earn much needed foreign 
exchange, the economy will have to face stiff competition 
from the established producers. The situation is likely to 
be further aggravated when the newly established. plants 

10 , NotwitlistniidiuB tluit formidnblo difficulties would liavo to be 
fneed in using the cost beneSt approach for analysing economic 

viability of a particular project, the economy could draw some 
approximate guidelines from other countries, eapccmlly in respect 
of those where such projects have already been executed, 
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turn out shoddy products, which would be extremely diffi¬ 
cult to sell in the international market. 

The above shows that, though there is a strong case for 
strengthening the resource base of developing economics 
through import of capital, it however has to be appropria¬ 
tely planned so as to match with the absorptive capacity of 
these economies. Therefore appropriate cost benefit stud¬ 
ies should be conducted before these projects are established. 
These studies would minimise, if not completely eliminate, 
the waste associated in establishing projects merely on pres¬ 
tigious grounds. 

Capacity Creation has Automatic Link with Capital 
Absorption 

In our approach to the capacity creation to achieve the 
planned growth rate of output, borrowing from outside the 
system has to be carefully linked with the absorptive capa¬ 
city, for if it were not so then by very definition the capacity 
created would not be equivalent to the planned output. By 
analogy, the import of plant and equipment and other basic 
goods, against foreign borrowing, would be productive only 
if the system has already achieved a balance in the demand 
and supply situation. 

As the international demand conditions are far more 
difficult to predict than domestic ones, the former would na¬ 
turally receive a small weightage in the above system. This 
is a significant point and needs to be further elaborated. 

1. Exports are Laggard. Those who advocate a 
rapid development in growing economies through the import 
of capital, give a high weightage to exports. This they do 
for two reasons. First, through this they are able to dis¬ 
charge their liabilities to the foreigners, and secondly, the 
domestic market being small in the initial stages of econo¬ 
mic development, production for the export market is the 

only alternative. i 

Ironically, as emphasis is by and large on exports, the 
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domestic market usually receives meagre attention, which 
futher increases its dependence on foreign trade. Further, 
as the so-called developmental imports are likely to be exclu¬ 
sively financed through foreign capital, it would be natural 
for the economy to give top priority to export expansion, 
even though it might not be able to have it (as seen earlier). 
This would further disturb the equilibrium in the domestic 
market. Gradually therefore the hiatus between imports 
and the domestic absorptive capacity would go on further 
widening. On the other hand, a growing failure on the ex¬ 
port front would make the economy still more dependent on 
foreign capital. Thus foreign capital, instead of becoming 
a catalytic agent in the process of economic development, 
might become a dead weight on the domestic economy. 

2. Skilling to Further the Import of Equipment: An- 
ohter notion which leads to still more disastrous conse¬ 
quences is that capital equipment should be imported first and 
subsequently the labourers should be trained in the various 
skills. The two follow from the excessive importance be¬ 
ing attached to foreign capital in economic development. 
The basic assumption here is that once new plants are set up 
these would have their demonstration effect and therby re¬ 
duce the need for a technical training programme. This 
would amount to suggesting that labourers already possess 
the necessary aptitudes for picking up skills and what was 
therefore lacking was the atmosphere which could have 
helped them to pick up these. 

This is assuming too much. The job of skilling is not 
that simple. For instance, if labourers already had the 
requisite aptitudes for picking up skills, then surely the pro¬ 
blem of development would have been much easier. How¬ 
ever, it is precisely to introduce change in the existing 
behavioural pattern of the people that development would 
have to be planned with a careful eye on foreign trade so 
that the latter brings about the maximum transformation in 
the domestic economy. 

Such transformation is also needed for another reason. 
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It is not true that all the existing resources in the economy 
are non-transformable into capital assets. In fact, it is not 
so much the lack of domestic resources (especially saving), 
as it is the tapping of these and converting the same into 
economic development which presents the real challenge. 

Taxation 

Not only this, taxes also form a microscopic part of 
the resources needed for economic development. Further, 
whilst it is easier to tax the corporate sector (which, in any 
case, constitutes only a small part of the growing economy) 
and squeeze from it the maximum income, it is extremely 
difficult to tax the agricultural income or even raise the land 
revenue to a level necessary to match the accelerated rise in 
income from the farm sector.^ 

Land reforms, to which almost every developing eco¬ 
nomy is committed for improving the level of welfare of its 
people, make things still worse. The imposition of land 
ceilings and transference of land titles to those who are 
supposed to be the actual cuUivators,“ act as the major 


The fact that the cost of collecting; sc;ittereil saving in tlxu 
economy is prohibitive docs not ut tlie some time iiicau that lioth- 
nig should bo done to improve the saving invostincnt climuto in 
the rural sector. lu fact, since the rural sevtur is the major 
sector^ in the economy, there is an urgent need for building up 
a suitable atmosphere which makes it eaHier to collect such 
saving. Por instance, the spread of necessary information about 
Having and invcHtineut oiiporlunitics would go a long wuy in 
improving tliis. Further, as the rural sector would be a leading 
applicant^ for the investment i^rognunmo, ih should aUo coniri- 
bute maximally to the saving pool. The pcoph* would have to 
be convinecd that their H<aving would not only b<* approjiriatoly 
invoHted, equally that those would yivh\ an attractiv* ruio of 
return. It would bo easier to uchievo this object iv<^ when i#ro- 
Jectn so flnanccul are right in their iieiglibourliond. 'rhis wouhl 
also have another advantage. Tt would r<*duce a high dc[>(iideih*e 
on tlio urban saving whicli, at present, happens to be ihe major 
source for financing a large part of the rural programme, a ml 
t!ier<*by helps to acoelerato the pace of imIuHtlialisntion. 

Kxperifmre^ shows that usually redistribiitiuii •of land in liardlv 
on egalitarian lines. Most of the erst while landowners again 
a!q*e;ir on the scene in one sh.ape or the other. \Vliih» previously 
It was easir'r to make them pay higher ta\c*s, i1 is not p/>S'<ilde 
do Ko under the changed circiimHtanees. 
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constraints in raising land revenue or in the imposition of 
agricultural income tax. Paradoxically while the new land- 
owners have the capacity to pay higher taxes, they are clever 
enough to dodge the same under one pretext or the other. 

Besides, the Administration is equally helpless in the 
matter, as these people exercise the major controlling voice 
in the political fortunes of these countries. This therefore 
amounts to suggesting that unless the administration is bold 
enough to incur the displeasure of these vested interests and 
is not bothered about the consequences, it would not be 
possible for it to mop up a large part of the rural saving 
through taxation. 

Indirect Taxes 

Excise, customs and sales taxes are usually the popular 
form of imposts in developing economies, which particularly 
compensate for the low recovery of resources from the 
agricultural sector. However, an expansionary trend in 
these indirect imposts is more illusive than real, for the rate 
of their expansion is no match for the rate of expansion of 
the money supply. In fact, these levies themselves play an 
important role in money supply for these push up prices, 
wages and cost of production.” 

The situation could be improved, if resources thus 
raised were put to productive use by the Administration. 
Unfortunately, this is not so Generally these resources 
are devoted to finance unproductive expenditure, which add 
further fuel to the smouldering inflation. 

On the whole, these imposts as well as direct taxes do 
not generally make a significant contribution for financing 
economic development in growing economies. 


13, This would generally be true of customs and excise duties rather 
than of sales tax. Both customs and excise duties have a direct 
bearing on the cost of production as traders-cum-nianufacturers 
who have to p.ay these taxes would invariably pass these on to 
tiie consumers. 
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Deficit Finance 

When there is not a healthy impact of the various 
imports on economic development, one can well imagine 
what would be the impact of deficit finance. In spite of 
this, it is thought to work like magic in economies which 
lack real resources as well as the capacity to raise these. In 
other words, like the classical belief that unlimited supply 
of labour is a source of capital formation, it is thought the 
same would hold true of deficit finance. 

We have already noticed the hollowness of an unlimited 
supply of labour for capital formation in an earlier Chapter. 
Analogically we reject the plea that an unlimited expansion 
of the money supply (via deficit finance) would promote 
capital formation. Such expansion of the paper resources, 
without their being adequately matched by the flow of reed 
output, would only pressurise prices and hike up the cost of 
production in the same way as would the employment of 
excess labourers in the absence of adequate supply of wage 
goods. Both, therefore, appear to be equally harmful in 
so far as the problem of capita! formation is concerned.’* 

Middle and Way Out 

We have dealt at length with the problem of raising 
domestic resources and utilising these for economic de¬ 
velopment, merely to bring home the gross confusion that 


J14. This may aouiid rather odtl—that is, the cumparisou ul' the 
impact of the artificial expniihiou of tho monetary resource:* on 
output with that of employment of surplus* iiiaiipowur for 
coital formation. In fuct» some ur^^uc that both are complc-. 

montary. That is, the employment of additional manpower in a 
labour surplus economy is aided through the creation of artificial 
money resources, for thin in the only plausible way of making 
payment to the workern thus employed. They do niitici[iato tho 
inflation geueratiiig impart of HU<'h an approach but they would 
argue at the sxuno time that the occurrence of inflation would 
Only be a temporary phenomenon and soon the situation would be 
normnljMcd (sec Arthur Lewis, Theory of Econonne Growth) 
This, however, would amount to assuming too much. TIjc fact of 
the matter is that on account of the groKS rigidifioH of tlie 
market stnicturc in a developing economy, tho flexibilUy pUn of 
the inflation generating finance is to questioned. 
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exists in the current discussion on this important issue* 
None of those who advocate either labour intensity (widening 
the distribution base of capital), or capital intensity (deepen¬ 
ing the capital distribution base) have been able to approach 
the problem in proper perspective. It is strange that the 
distribution of resources should be talked of—as done by 
those who advocate capital widening—without first ap¬ 
proaching the issue from the pomt of view of tapping these. 
In their view, it is the distribution which is more important 
than tapping. Those who advocate capital deepening also 
seem to have equally neglected this issue, inasmuch as 
they assume that once such deepening occurs the domestic 
resources will automatically be tapped. 

Our view is that if productive capacity is created to 
generate a particular rate of development, then this problem 
would as well be tackled. As we are far more concerned 
with the rate of change in the domestic income which, as 
we have suggested earlier, is a function of the rate of change 
in the physical capacity (or which is the same thing as 
capital formation)—the tapping of the domestic resources 
(more in the accrual or marginal sense than average), is 
going to play a significant role. In fact, under this 
approach, the resources would be distinctly identifiable and 
llieir role would be properly highlighted in economic de¬ 
velopment. Consequently a more rational aj^Foach is 
called for to tackle the entire bundle of taxes as well as 
deficit finance. 

Capacity Flow of Output and Planned Dev^opment 

We have not yet been able to address ourselves to the 
problem of reconciling capacity generation and pari passu 
flow of output (both in physical terms) on the one hand, 
with the achievement of the planned rate of development 
(in money terms) on the other. There would have been no 
problem if we were dealing with homogeneous goods. How¬ 
ever, we are dealing with a heterogeneous bundle of goods 
which are evaluated in different physical units. Thus, we 
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cannot escape the problem of prices. Further, when we 

link this issue with that of achieving a particular rate of 

development, then it necessarily follows that under a given 

price stability postulate the achieved rale of development 

would be the same as the planned one. 

$ 

But then a question arises, how far is this price stabi¬ 
lity postulation built into our approach of the creation of 
physical capacity to the desired level of output? When 
capacity is equated to the desired level of output then such 
a price stability condition is automatically built into the 
model. In other words, when the creation of capacity is 
exactly equivalent to the expected level of output, prices 
could not be but stable. However, under such stability 
conditions, the price behaviour cannot at the same time be 
equated with the rigid price structure, that is, the same set 
of prices continue to rule tomorrow or day after as ruling 
today. Such behaviour of prices would rather prove a 
hindrance than a help in the development theory. 

A moderate rise in prices, on the other hand, is a 
necessary part of the stability condition. And such a mode¬ 
rate rise in prices is subsumed in the rate of increase in 
physical capacity. TTiat is, the relative price differences 
between capital equipment and flow of output from it would 
remain constant. If prices of capital equipment are marked 
up by, say, five per cent the same rise in the price of final 
output would emerge, under the equiproportional change in 
the relative prices of capital and of output. 

This would also imply that although the value of 
capital stock is in terms of yesterday’s prices and that of the 
output in today’s prices, the relative price differential be¬ 
tween the two would be constant. The relationship of 
current output to capital, in other words, would be exactly 
the same as the relationship would have been between 
yesterday’s output and day before’s capital stock. When 
such relative price stability is maintained then there would 
be difficult in equating changes in output over lime, ex- 
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pressed in value terms, with the postulated growth in 
national income. 
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Capital refers to those productive assets which repro¬ 
duce themselves or yield positive income. Though it 
includes livestock power in so far as its output is for the 
market economy it completely excludes human effort. 

Accumulation of capital carries with it a special mean¬ 
ing for developing economies and refers to the accumulation 
of absolutely new types of capital assets quite different from 
those already in existence. 

The capital coefficient concept is more relevant for 
developed economies than for developing ones. Here there 
is a need for highlighting inputs other than fixed capital. 
While capital in the current capital coefficient approach 
tieats working capital as a dependent variable of fixed 
capital and as such has no independent role of its own, that 
could hardly be a valid argument for allocating capital in 
a developing economy. Besides especial care is needed to 
articulate the problem of employment. The current discus¬ 
sion on the capital coefficient is again silent on this issue. 
Both these variables, working capital and employment, have 
however been accorded appropriate weights in the physical 
capacity and output approach. 

Capital is not apportionable on a pro rata basis. The 
only way to increase income from this is to increase its 
efficient use—the latter would of course depend upon the 
adoption of appropriate economic policy instruments. 

While foreign capital is essential to push up the rate 
of domestic development, it by itself would not be able to 
achieve much. In other words, the flow of foreign capital 
would have to be linked with the domestic absorptive capa¬ 
city. Otherwise it could become a burden. 

An accelerated rate of development cannot be 
had without first making sufficient effort to mobilise 
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domestic saving. Here, instead of relying mainly on the 
fiscal measures directed to squeeze out maximum income 
from the corporate sector as well as from the commodities, 
the Administration would do well to create an appropriate 
investment climate as well as improve its information service. 
These would help mobilisation of saving for productive 

purposes and also encourage people to be more thrifty in 
the future. 

farm sector should be appropriately taxed as with¬ 
out this the economy would be losing an important source 
of revenue. However, this would call for considerable 
boldness from the Administration, as well as the creation 
of efficient revenue staff. 



VI 


Population, Employment and Theory 
of Economic Development 


iDtroducHon 

Notwithstanding the fact that physical capital, embodied 
mostly in inanimate instruments of production like plant 
and equipment, plays an important role in determining the 
rate of economic development (as seen in the previous Chap¬ 
ter), it could not be, by any stretch of imagination, the sole 
determining factor for such growth rate. In fact, by its 
very nature—being inanimate—it would not be able to 
create wealth for the community, unless it was properly 
supervised and maintained. 

This, therefore, suggests that unless the economy has 
a suitable population size—or the size is in proportion to 
its natural endowment and skill, and a labour force which 
is capable of meeting the challenge of development—the 
mere accumulation of capital would not bring about econo¬ 
mic development. 

In this Chapter we address ourselves to some of the 
problems that are raised in the development theory by the 
growth in population. First of all, an attempt is made 
to understand the significance of the population problem 
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itself in growing economies. Then we examine whether 
the problem is different from that found in developed 
economies. And if so, how far? Next we try to analyse 
Ihe substance behind the argument that underdeveloped 
economies with sparse population have a larger develop¬ 
ment potential than those with dense population. 

Subsequently, we also bring in the problem of popula¬ 
tion growth. For instance, would it be true to say that the 
rate of increase in population in a developing economy 
(irrespective of the initial population size) would be a func¬ 
tion of the expansion of medical facilities or of other non¬ 
economic factors? Or would it be a function of the level 
of economic development itself? 

We then, examine the validity of the ceiling (or termi¬ 
nal) population concept as also of the optimum population 
concept; and subsequently try to find an answer to this 
question :which of the two concepts would be more helpful 
for developing economics? 

Last wc extend our analysis to the employment problem. 

Population Problem 

A brief resume of the population problem in growing 
economies would make for a better understanding of the 
problem itself. Briefly, developing economies are faced 
with a quick rise in population which is far out of propor¬ 
tion to their current level of development (or, which is the 
same thing, the growth rate of their national income). The 
rates of population growth in these economics vary between 
2 to 3.5 per cent per annum. It is feared that at this rate 
the world soon have to face an explosive population situa¬ 
tion, which would lead to a serious ecological imbalance and 
the latter would bring about natural calamities and miseries 
all over the world. 

How far this would actually happen is anybody’s guess. 
However, considering the situation that exists today, one 
cannot expect this to happen for quite a number of years 
to come. In fact, the world today is far happier a place to 
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live in than it was in the past, where, in spite of low popu¬ 
lation pressure, natural calamities occurred with a fairly high 
frequency. 

Thus, while population might grow at a rapid rate, 
it need not bring about misery, provided economic develop¬ 
ment is also occurring simultaneously. And this is the 
major explanation for the above seemingly paradoxical 
situation; that is, while recently the world population has 
been rapidly growing, human misery instead of growing, 
is rapidly on the decline. 

This, at the same time, does not mean that the world 
will keep on becoming a better place to live in and that it 
can accommodate an unlimited rise in population. In fact, 
unless the rate of population growth comes down, it would 
not be possible to accelerate the rate of economic develop¬ 
ment. Also it is to check such unabated growth in popula¬ 
tion that rapid economic development is called for. 

Sparsely Populated and Densely Populated Developing 

Economies 

To suggest that sparsely populated growing economies 
have a better opportunity for economic development than 
densely populated ones (as suggested in some quarters), is 
to admit that the former have a comfortable man-resource 
ratio while the latter do not have it. This need not be the 
case. Further, even if there were comfortable man-resource 
ratio, as in sparsely populated areas, this need not accelerate 
the pace of their economic development. Here much would 
depend upon the nature of resources available and the use to 
which these could be put to within the existing technologi¬ 
cal norms Thus tlie mere existence of resources cannot 
be equated with economic development. 

Resource-Man Ratio 

Let us first of all take up the issue of resourco-man ratio. 
The very fact that economies are underpopulated and, at the 
same time, poor would itself be a good indicator of the fact 
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that these do not enjoy appropriate man-resource ratio. If, 
on the other hand, these were to be richly endowed with eas¬ 
ily accessible resources then these economies could not have 
remained sparsely populated for the very existence of such 
resources itself would have encouraged a large scale immi¬ 
gration of workers from densely populated economies. 

True, there are political barriers on such migration at 
present; but these generally did not exist, before the first 
World War, when there had actually occurred a large scale 
migration of the people. Further, the pattern of migration 
was such that while the immigrants from the poor countries 
were admitted in to economies which were generally endowed 
with poor resources (like those falling in Africa and other 
tropical and sub-tropical areas), the immigrants from the 
Western European countries were encouraged to settle down 
in the temperate economies of North America, Australia and 
New Zealand which were also richly endowed with natural 
resources. 

Dualism at International Level 

Such a pattern of migration had introduced another 
dimension of dualism. While those economies where lab¬ 
ourers from the Western European countries had been en¬ 
couraged to settle down became fairly developed within a 
short period of time, economies where labourers from the 
poor countries had immigrated continued to remain poor. 
In other words, rapid development of economics like the USA, 
Canada, Australia and New Zealand has to be ascribed to the 
immigration of skilled labourers from the Western Europe as 
well as to the abundance of natural resources (agricultural 
lands, minerals, etc.). On the other hand, the lack of deve¬ 
lopment in Africa and other parts in the tropical world is 
due to the immigration of unskilled labourers as well as the 
lack of comfortable resource-man ratio. That is, while 
most of the African lands could not be utilised for farming, 
these lands equally did not possess commercially exploitable 
mineral wealth. 
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Further, while Canada, Australia and the USA conti¬ 
nue to be under-populated in relationship to their resources, 
most of the countries in Africa are no longer in this position. 
Again, development in the latter could only occur after a 
heavy capital investment had been made. This these econo¬ 
mies could not afford. Thus, even if these economies were 
to allow the immigrants from the rest of the world (especial¬ 
ly from the thickly populated coimtries in Asia) to settle 
down on their land, this would not promote their economic 
development. 


The Limitations of Depending on a Particular Resource 

Earlier ve had suggested that it was the nature of the 
resources available which determined the pattern of econo¬ 
mic development. It might even happen that though a par¬ 
ticular economy is rich in let us say mineral oil, it has no 
other resource worth the name. Where does it stand? 
Surely the mere possession of this single resource (oil) would 
not be sufficient for economic development. Here the sparse 
population and the possession of particular resource, how¬ 
soever important the latter might be, would not promote 
economic development. 

It might, however, be argued out that if a particular 
resource commands a high international demand (as does 
oil) then the country concerned could earn rich revenue 
through the sale of processed and or semi-processed products 
produced from this resource and utilize the income thus 
earned for domestic development. 

Unfortunately things are not as simple as that. The 
exploration, prospecting and transportation of oil itself 
would demand a high degree of technical expertise as well 
as capacity to import costly equipment. The poor economy 
would not have either of these facilities. Therefore if the 
oil industry is to come up, it would fall into the hands of 
foreigners who would create their monopoly interest in it. 

If, on the other hand, the local Government is not 
generous enough towards foreign interests then very pro- 
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bably a specific mineral might remain unexploited. The 
local economy, therefore, has no alternative other than fall 
into the traps of foreign firms. 

Further, the implication of this type of development is 
that it would create a technological dualism—that is, while 
a highly sophisticated technology would be used in the oil 
sector, the rest of the economy would continue to use the 
outmoded technology. 

The situation would be made worse when the revenue 
thus earned, in the shape of royalty received on oil export, 
might be diverted into conspicuous consumption by the local 
elite. Indulgence in such consumption would as well be 
encouraged when the local market holds out very little 
prospect for productive investment, especially in the indus¬ 
trial sector. In other words, in view of extreme poverty of 
the domestic market, no useful purpose would be served by 
establishing modem manufacturing industries. While im¬ 
migrants from the neighbouring dense economies might have 
created a viable market for the setting up of these indus¬ 
tries, the politicians would certainly not tolerate such im¬ 
migration. 


Current Approach to Population 

The fallacy of linking dense population with economic 
development (through utilising labour force for capital for¬ 
mation) has already been studied earlier (Chapter III). Here 
we would analyse the following arguments, met in the 
current discussion on the population problem in developing 
economies. 

(a) The growth rate of population is independent 
of economic development, the consequence of 
improved health facilities, which in turn have 
brought about a precipitous fall in the death 
rate. 

(b) In all cases, population would first be rising to 
the natural ceiling; then it would start declining 
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and ultimately it would stabilise itself at the 
equilibrium level/ 

(c) The time taken to complete this process ^x)uld 
vary from country to country, depending upon 
the domestic conditions. 

* 

(d) Such a time lag, however, could be cut to the 
minimum, provided the country was enjoying an 
accelerated growth rate. That is, at a high 
growth rate forces would automatically be set 
into motion which would bring population to its 
equilibrium size. 

(e) Family planning is an effective instrument for 
reducing population to its desirable growth rate 
and can operate quite independent of economic 
development itself. 

Inherent Contradictions 

Even a cursory glance at the above would bring out 
the inherent contradictions in (a) and (d). When in (a) 
population behaviour is said to be independent of economic 
development, in (d) it is suggested that an economic develop¬ 
ment has in it the built-in mechanism of population control. 

When it is suggested that population growth is mainly 
the outcome of the spread of elementary health facilities 
like control over epidemics, malaria, etc., then it follows 
that population growth could occur quite independently of 
economic development. 

This might be true, though strictly in the short period, 
when even elementary health facilities would reduce the 
death rate at an encouraging speed and thus accelerate the 


1. Wo have introduced here two new terms, that is, population con- 
forniiup to (a) ceiling level and (b) equilibrium level. By tho 
former wo mean that population size which is the highest from 
tlio angle of natural growth but not from the point of income 
maximisation ''or 4-conoinic development), while by tho latter we 
mean pepv.lntion wliicli conforms to the income maximisation 
path. 
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population growth rate. However, over time,* the popula¬ 
tion growth rate would definitely start declining as a conse¬ 
quence of the growing awareness among the people that it 
is the small family that they could afford to support at the 
level of living that they have become used to and the latter 
is surely the function of economic development. 

Thus the population path would have to be broken 
into two time paths. The first one would centre around 
the behaviour of population as a consequence of the opera¬ 
tion of non-economic factors like health facilities rather 
than economic development. But this, as it has already 
been observed above, would be only for a short spell. Tlie 
moment the health effect has cooled down and is superseded 
by the development effect (via rise in income) we would be 
entering into the second and prolonged phase of time which 
would make population as a dependent variable of econo¬ 
mic development. 

Ceiling and Decline 

Having modified this, the next question arises, how far 
would it be correct to say—as suggested in (b) that popula¬ 
tion would, in the first instance, climb to its natural ceiling, 
before it starts declining? One has further to ask, why 
should it be essential that it should reach the ceiling first 
before touching the floor? Is it merely a natural pheno¬ 
menon? Or is it based on some reasoning? 

1. Whether Natural Lav?: If it is the natural law, it 
wxjuld mean that population in every country would in the 
first instance touch the maximum growth point before it 
starts declining and ultimately gets stabilised at a level which 
is always below the ceiling. It is therefore being suggested 
that, irrespective of the level of economic development 
attained, population in every country must necessarily reach 
the maximum growth point in the first instance before it 
starts declining. 

KcoiKJiinc DcvelopmcDt, as it lias nlroiicly liocn sufTKOHtoil in Clin|j- 

tcr II, iH a fuoctiou of timo. 
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One, however, fails to find logic behind this argument. 
When there is zero or even some growth occurring then 
simultaneously a high growth rate in population cannot 
occur merely because there is a natural population ceiling. 
In other words, while talking of population growth we can¬ 
not at the same time use the static tool of existing growth 
rate. Instead our focus should be on a rapidly growth 
rate. 

Consequently, in the determination of the ceiling level 
in population, economic factors would be playing a far more 
prominent role than non-economic ones. The same con¬ 
clusion as well follows from our earlier statement that ex¬ 
ogenous factors (like health facilities) play only a limited 
role in determining the growth rate of population. 

2. Based on Logic: However, when we argue out 
that any rapid rise in population is essentially a function of 
economic development and further that there is something 
like ceiling population, then by implication we admit that 
such a population would actually exist in the real world. 

This, therefore, is not merely a logical deduction, but 
is as well borne out from the experience of more developed 
economies. The demographers have been able to identify 
periods of fast population growth to be those which coin¬ 
cide with rapid economic development and once the popu¬ 
lation touches the ceiling (or saturation point), during the 
course of economic development, it will thereafter start 
declining and ultimately adjust itself to a growth rate con¬ 
forming to a steadily rising standard of living. This 
historical experience, therefore, does lend support to the 
argument that there is something like the maximum popu¬ 
lation growth point in the economy which it must reach 
before it comes down to the final equilibrium population 
path. 

Health FacUities Further Considered 

Analysing further the role of health facilities in detennin- 
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ing the population path, one finds that it is the spread of 
communication facilities (an economic factor), for instance, 
than anything else, which would quicken the spread of 
these facilities. In other words, areas well served by com¬ 
munication facilities would show a large spread effect of 
health facilities relative to those inadequately served. 

Some would still claim that the lack of communication 
facilities have been no bar to the spread of health facilities. 
They support this by citing the example of those economies 
which have been able to eradicate malaria and other com¬ 
municable diseases, almost overnight, with the help of 
elementary health measures (like a wide scale sprinkling of 
the DDT). 

This, one feels, is a tall claim, based on the superficial 
observation about the spread of health facilities. The fact 
of the matter is that it took quite some lime before malaria 
was brought under control and it was further observed from 
experience that more economically prosperous the rural 
areas happened to be the quicker was the control of malaria. 
Contrary was the experience of areas lacking basic facilities. 

Moreover, the mere control of malaria itself would 
hardly have any significance. It might or might not 
increase the life span. For instance, if the people have already 
a weak constitution—as well as a low resistance power, the 
spread of health facilities would not make substantial differ¬ 
ence to their life span. Thus poverty would still take a 
heavy toll of human lives, notwithstanding the fact that the 
Administration has been able to control the communicable 
diseases. 

All these arguments do support our earlier contention 
that the mere control of certain diseases and epidemics 
would not automatically increase the life span of the popu¬ 
lation. The latter is far more a function of economic de¬ 
velopment than anything else. 

Family Planning 

The basic confusion of linking the average life .span of 
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the population with the spread of health facilities has also 
led to a further confusion of viewing population control 
as mainly a function of population planning. It is argued 
out that if health facilities could increase the average life 
span, the propagation of family planning techniques would 
automatically create an environment where people, irrespec¬ 
tive of the level of their economic status, would be induced 
to practice these techniques. In other words, since the 
survival of one member under these health facilities would 
be equivalent to having two (even three) members, prior to 
tl'ic availability of these facilities, the parents would refrain 
from raising large families. Thus, so runs the argument, 
propagation of the family planning techniques would auto¬ 
matically check the size of families. 

Obviously if the mere spread of the family planning 
message in the rural areas could do the trick and help to 
stabilise the population to a level needed for economic de¬ 
velopment—then it t^ould be an ideal solution for control¬ 
ling the explosive population situation, which is at present 
found in most of the developing economies.* But, unfortu¬ 
nately, it is not so. The propagation of the family planning 
techniques would alone not be of much avail unless the 
people have a receptive mind and surely such receptivity 
would be faster if faster is the growth rate. 

Summary 

In short, it can be said that the rate of population 
growth is dependent on the rate of economic development. 
The fact that population is growing rapidly in developing 

3. Some miglit like to nrRiie out the other way. that is, if the mere 
.spread of health facilities would not make a significant (lifforcnco 
to the survival rate of population then surely any talk of the 
explosive growth in ].op»ilatioii would he meaningless and. under 
th** eircuinstaiues, them wouhl he no nee<l for family planning. 
But the fact remains that there h.as lately been a popidation 
oxi>losion. specially in rural areas. However, such explosive 
popnl.ation growth only occurred after these economies Imd started 
to develop at a fairly fast rate. Thus both economic develoonient 
as well as the sprea*l of health facilUies have joined hands to¬ 
gether in pushing up the life span and the gro^vth rate of 
population. 
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economies, cannot be ascribed exclusively or even mainly 
to the spread of health facilities. Both the spread of these 
facilities as well as their efficiency are intimately linked 
with economic development. Equally, the speed at which 
the family planning message spreads among the masses 
would also depend upon the level of economic developmenr 
reached. 

The experience of developing economies also supports 
the view that while the investment on family planning pro¬ 
gramme has substantially raised the Government’s expendi¬ 
ture, it is not at all matched by the benefits derived by the 
community.* 

Our analysis has also suggested that there is a sub¬ 
stantial evidence to support the concept of ceiling poula* 
tion as well as for the fact that population growth rate 
would stabilise itself at a level equivalent to a particuU'v 
level of living. 

Optimum Population 

We would like to pose further these two queries. How 
far is the concept of optimum population dillerent from the 
ceiling population, discussed in the previous section? Fur¬ 
ther, is the concept of optimum population valid for grow¬ 
ing economies? 

Definitional Problem 

The ceiling population, as seen earlier, refers to a 
situation where the maximum natural growth of population 
can be reached in the course of economic development, 
while optimum popultion refers to the maximum popula¬ 
tion that can be supported at a reasonable level of living. 
Consequently the main dividing line between optimum and 
ceiling population is the capacity to support population at 


4. Ouo of thn major factors for not conducting: cost benef-t study 
in tlic fuiuily planoiDg programme is tliat the Admijii.^trntors in 
ifjost of the ccouddjh'H an* not <iul1r happy with the 

performunce of this prograiiuiie* 
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a particular level of living. It may be asked, at what level? 
This is going to be difficult to answer. Perhaps in a very gene¬ 
ral way it could be said that the level of living under the opti¬ 
mum population would be one which allows for the enjoy¬ 
ment of the basic necessities of life, plus also allows the basic 
comforts. This itself would raise further issues. But then, 
as it has been stated earlier, it would be difficult to define 
the level of living itself. Thus, under the optimum popu¬ 
lation, a population size, smaller than what is at the moment, 
could have been supported at a reasonable level of living. 
The optimum population would, therefore, be smaller than 
warranted by the current level of living. 

This would also imply that as the economy starts de¬ 
veloping, its capacity to support a larger population would 
also grow. If this were true then the concept of ceiling 
itself would lose much of its glamour, as it is implied in the 
latter that once the economy reaches the highest growth rate 
in population, the latter would start declining. 

Under the alternative optimum population however a 
high population universe, other than the so-called ceiling 
population, could have been supported. This, in other 
words, means that a higher growth rate in population is far 
more to be associated with the concept of optimum popu¬ 
lation than ^\ith ceiling population. 

Putting it still differently, under the population ceiling 
there is only one ceiling—a sort of natural ceiling—beyond 
which the population would not grow; under the optimum 
population, on the other hand, one could come across a 
number of ceilings—each one conforming to a particular 
income path. As the capacity of the economy to support 
a high population growth rate rises, the population ceiling 
itself would rise to a new size of population. That is, a 
higher growth of population would be asymmetrical with the 
new optimum size of population. 

It might, as well, be put in this way. If the national 
income rises at a fast rate and the population does not grow 
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in sympathy—as it could happen in a closed economy 
model—it would lead to a heavy unemployment as well as 
to a cumulative decline in income. A larger size of popu¬ 
lation might, therefore, be desirable in order to maintain a 
high level of income. 

Conflict 

From the above discussion it also follows that we have 
not one but two approaches to the ceiling population, one 
approach is that of demographers, and the other one is 
that of economists, and both arc contradictory. While the 
former (demographers) approach suggests that the ceiling 
level of population is reached but once and after that it 
has a downward trend and ultimately stabilises itself at a 
particular growth level, the latter (growth economists) offers 
a different version and suggests that a high growth rate of 
population, even above the ceiling level, can be supported, 
if the economy also enjoys a high growth rate in income. 

Much of this confusion is due to the fact that tlie ceil¬ 
ing population, under the demographers’ version, is due to 
rapid economic development which pushes up the popula 
don growth rale to that level; but this is not synonymous 
with the optimum population, for, here, different population 
Sizes could be supported at different levels of economic deve¬ 
lopment. 

Who is right—demographers or economists? Would 
be difficult to say. 

Optimum Population and Developing Economics 

How far is the concept of optimum population valid foi 
a growing economy? It might be straightway answered that it 
has a great validity in such an economy for the following rea¬ 
sons. As we have already seen, the concept of ceiling popula¬ 
tion is rather vague and, therefore, unsatisfactory from the 
point of view of the development theory. We have, thus, to 
seek for an alternative approach to the population policy; here 
the optimum population comes to our rescue. 
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The concept of optimum population is far more definite 
than the ceiling population for it aims at a certain level of 
living to be reached. And once we accept such a level of 
living, as the goal of development, then efforts would be 
made to attain such a level. It is, therefore, effort pro¬ 
moting. In other words, while accepting the optimum po¬ 
pulation as the final goal, the development process becomes 
a dependent variable and no longer independent of it as is 
the case with the conventional population approach. 

By putting special emphasis on population and making 
economic development dependent on it, we would be accord¬ 
ing a very favourable place to the papulation problem. In fact, 
it would come to occupy a central position in the theory of 
development and planning.’ 

This approach would also have another advantage. As 
it would be synonymous with creating capacity that should 
be able to support the optimum population, it would as well 
encourage an optimum use of such capacity. And further, 
aiming at such a population universe (optimum), would also 
encourage a greater care to be taken of the much neglected 
problem of employment, for optimum population would not 
be there without optimum employment. (More on this 
in section on Employment). 

Sunmiary 

In short, optimum population is a far more satisfactory 
goal of economic development than the alternative ceiling 
population. We have also noticed earlier that the attain¬ 
ment of optimum population is conditioned by the adoption 
of the optimum employment policy where the resources of 
the economy are employed in such a way that these yield 
optimum output. Consequently, both capital and labour, 

u As cconoiiiic development is the ultiinute goal of developing econo- 
iiiiosi, which is also suggestive from the use of term developing, 
and also the fact that it would not occur automatically, for exam¬ 
ple, through the operation of free market forces,—then it ncces- 
sarily follows that it would have to be attained through planning. 
Whotlu'i- there should he total or partial planning is tho> subject 
niaUci of a separate study (in Chapter VII). 
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the two key variables in the theory of economic development, 
would have to be so carefully employed that these ^icld 
optimal benefit to the economy. 

Employment 

While a deep anxiety is often expressed over the alar¬ 
ming unemployment (and underemployment) situation found 
in growing economies, the problem itself is often accorded a 
vague treatment in the planning models—which generally 
treat it as a residual factor and not a major one. It is main¬ 
ly capital that receives the major attention in tlicsc models. 

Classical Model o£ Wages 

However, when emphasis is put on employment then 
some might even argue out, are we not facing a situation 
which is akin to the classical model?, where a rapid growth 
of population (and labour force) acts as a positive break in 
the path of economic development. One would say no. 

In the classical model, because of the growing wage 
bill over time, the profitability of investment continuously 
declines and ultimately ends up in a stale of despair or in 
the classical stationary state. 

But this is not so in the model we are developing. Here, 
unlike the classical model, the manufacturing sector does not 
operate under constant returns to scale, but under increas¬ 
ing returns to scale. In other words, the occurrence of tech¬ 
nical progress, at a speed much faster than the growtli of 
the labour force or wages, would postpone permanently the 
emergence of the classical type of stationary stale. The grow th 
of the wage sector would have therefore caused difli- 
culty only if output was not growing pari passu. But once 
emphasis is laid on optimal growth in employment, then this 
has already been taken care of, for optimal employment like 
optimal population can only be achieved through optimal 

flow of output or flow at full capacity level of the capital 
stock). 

The Problem of Choice 

The main problem, in consequence, is the choice be- 
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tween optimal employment and optimal output. As we 
have already stressed earlier, optimal employment is far 
more meaningful than optimal output. Optimal output 
might be achieved, but this might or might not correspond 
to optimal employment. However, under optimal employ¬ 
ment the output would have to adjust to it for such employ¬ 
ment would depend upon income at full capacity—^which 
is equivalent to optimal output. 

The classical economists were not concerned with opti¬ 
mal employment for the simple reason that they could not 
think of optimal output to sustain it. Their model was 
built around a declining rate of output—especially in the 
farm sector—vis-a-vis the growth of population. This is 
not so in the above model. Here there is a constantly 
rising trend in output along with the rise in the labour force. 



IMII 



Briefly, in the above study we have tried to focus 
attention on the crucial problem of employment in a de¬ 
veloping economy. As it was emphasised earlier, employ¬ 
ment should receive a larger weightage in the pla nnin g 
model than accumulation of capital. The latter provides 
extremely restrictive employment opportunities. Besides, it 
would be unwise to lock up investment in such techniques 
which do not yield optimal output and employment. Rather, 
the economy would be better off if it were to spread out 
such investment over techniques which fit into the peculiar 
factor proportion situation found in a developing economy. 



HIM 


ing Up 


Although the world is surrounded by explosive popula¬ 
tion growth rate in the middle of the present century, it is 
still a far happier place to live in than was the case a few 
generations ago. However, Earth cannot afford to support 
a continuous rise in population for a long period for that 
would adversely effect man-resource ratio. We had sug¬ 
gested that rapid economic development would itself bring 
about the necessary adjustment in such a man-resource 
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ratio. In consequence the fear that population would out¬ 
grow resources so much so that there would hardly be 
enough space for everyone, will not have to be faced. 

While dense economies face a serious man-land pro¬ 
blem, there is not enough scope for their being absorbed by 
sparsely populated economies. First of all, the latter do 
not jii fact have a comfortable man-land ratio, which is uou- 
trary to the general belief that sparsely populated areas have 
a comfortable ratio. Further, international migration of 
labour is no longer an accepted feature as it was prior to 
1939. 

Notwithstanding that health facilities have increased, 
the age of survival of the people in developing economies, 
these, however, have not made a material difference in tlieir 
birth rate. Such a birth-death pattern has disturbed the 
economic balance in these economies. But this state of 
affairs, appears at best to be a temporary phenomenon, for, 
as economic development speeds up, it would automatically 
bring about a rapid decline in the population growth rale. 
Thus, over time, health facilities, as well the whole pro¬ 
gramme of family plaiming, should not be viewed as inde¬ 
pendent of economic development but as an integral part 
of it. 

Though there is some truth in the argument, put 
forward by the demographers, that each economy would be 
in the course of development touching a ceiling level of 
population and after this population would start deeiinnm, 
for building up an appropriate programme of economic de¬ 
velopment itself the optimum population would play a far 
more crucial role than the ceiling population. In other 
words, while the former is a natural phenomenon the latter 
is an economic phenomenon and therefore would exert a 
higher weightage in encouraging an appropriate employ¬ 
ment, income and output policy. 

Developing economies would have to pay a greater 
attention to employment than to capital accumulation. 
That is, capital would have to be accumulated to serve die 
primary need of employment. 



VII 


Planning, Price Mechanism and 

Allied Issues 

Introduction 

Our conclusion in the last Chapter was that capital accumu¬ 
lation should form an integral part of the theory of optimal 
population and employment and not be independent of it. 
Therefore, while framing the targets of production in differ¬ 
ent sectors of the economy, the goal of optimal employment 
should be there before the planning authorities. However, 
the fact that such goal is in no way different from that of 
optimal income, would become clear as we proceed with 
our analysis. 

In the first part of this Chapter a question is posed, are 
the entrepreneurs entirely at the mercy of the market forces 
so that they have no independent judgment of their own? 
Then we examine the issue of the price mechanism in a 
developing economy and see how far the Government should 
interfere with this mechanism. 

P lanning 

We would not be saying a new thig when we make a 
statement like this. Almost all developing economies have 
realised that they cannot break the vicious circle of poverty 
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unless they make a conscious effort in this direction. One of 
the major factors behind the age-old stagnation in these eco¬ 
nomies is the lopsided structure of their domestic market, 
which is a great hindrance to economic development, Fur¬ 
ther, since the existing market has failed to optimise resour¬ 
ce allocation, it is generally concluded that it is only through 
the direct intervention by the State that the situation could 
be improved. 

We do not deny that the State should interfere with the 
market, that is obvious enough considering the imperfect 
state of the market in a developing economy. The basic 
question however is, what is the limit to the Slate interferen¬ 
ce? Should it be hundred per cent? That is, the State com¬ 
pletely demolishes the free market apparatus. Or should it 
be partial ? That is, interference is done to the extent it is 
necessary to improve the existing market structure and there¬ 
after the market is left to operate by itself.^ 

Before we work out the solution to this problem, we 
should like to pose a few interrelated issue. For instance, 
would it be true to say that in a free market there is no 
planning and that everything is left to the interaction of 
the market forces of demand and supply. Putting it slight¬ 
ly differently, if the free market has encouraged an optimal 
resource allocation in developed economies, then why has 
it failed to allocate resources in the same manner in develop¬ 
ing economies ? Is it that the market actually has never 
been free in the true sense ? If so, then what have been the 
major hindrances in the operation of the free market? Fur¬ 
ther, would the removal of these hindrances pave the way 
for the operation of perfect market conditions ? 

Planning and Market Mechanism 

To suggest that "free market" and planning arc poles 


1. Rocl.'iliMtH a (■(iinplcto hiliTfcrciu-o l»y t!io Sfato in the* 

itmrki-t incriiaiiistii. Thfy foci confident Onil lliis approiudi would 
l»rovidc on i<lcol holufion to the prolilcni of ilov<*lopmciit. There 
are others. whc» thouch siiKt'c.stinjf that the state sJiould adopt posi¬ 
tive mroHures lt» modify the |>rev:iilin;' allocative iimchinery, would 
not nt the same lime like fre<|ueut interference hy it in the market 
pieclinniHin, 
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apart would not be correct. True, in a free market econo¬ 
my the forces of demand and supply would be operating and 
the prices would be determined by their mutual interaction. 

However, at the same time, it would be appropriate to 
add that, behind such price determination there also lies the 
‘planned’ behaviour of thousands and even millions of indi¬ 
vidual entrepreneurs. Notwithstanding the fact that the out¬ 
put of an individual firm constitutes a small fraction of the 
aggregate output, it nonetheless exerts in influence in de¬ 
termining the aggregate output as well as the market prices. 
In other words, while determining fresh capacity to be crea¬ 
ted (or planning output for the future) a firm has to weigh 
carefully a number of vital factors like sales in the past, the 
possibility of the emergence of alternative goods in future 
and a likely shift in the consumer’s demand pattern. TTius 
they would have to forecast, with a fair degree of accuracy, 
the whole course of the consumers’ behaviour in the future. 
All this amounts to saying that the process of planning is 
there right at the micro level (or individual entrepreneurs' 
level). 

It might be that the expectations of an individual pro¬ 
ducer are not fulfilled—that is. the realised output either ex¬ 
ceeds or even falls short of the expected output, or that 
there are price fluctuations far beyond original expectations 
of these producers. But all this could have equally hap¬ 
pened if planning was done at the macro level (or the State 
level). 

I. State Versus Private Firm: However, it might be 
argued out that the State has a much better command over 
the facts and figures as well as over the resources of the eco¬ 
nomy than private entrepreneurs. Would it not therefore 
be a better planner than the private sector? 

This is not true. Though a firm in the private secto*" 
might lack access to some very vital statistics needed for pro¬ 
duction. nevertheless its past experience as well as ability to 
forecast the future trend would certainly encourage formu¬ 
lating rational targets of production. Further, the Stale 
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might have access to resources as well as to statistics, but it 
does lack that zeal and business acumen which play an im¬ 
portant role in the whole producing apparatus. Here the 
private sector has a definite edge over the latter and might 
therefore turn out to be a better planner. 

Equally, in conventional economic theory, it is not the 
actual capacity created which is so important in determining 
the prices of goods and of factors of production as is the 
interaction of forces of demand and supply. The free market 
therefore plays a decisive role in the creation as well as in 
the demolition of capacity in different sectors of the 
economy. 

Notwithstanding that the market might reflect the 
aggregative behavioral pattern of all (individual,) decision 
makers, nonetheless the decision making of the latter need 
not entirely depend upon the market conditions. The 
decision makers are also governed by their own judgements 
about the future trends in the market, expected sales and 
the economic benefits derived through creating new capacity. 

2. Past Economic Development: This is also the 
conclusion that one draws from the study of past economic 
developments. In these developments the innovators have 
played a decisive role. This has been skilfully dealt with 
by Schumpeter in his theory of development of capitalism. 

This amounts to suggesting that entrepreneurs have 
generally an inventive mind and try to maximise their grains 
through the introduction of new goods and new techniques 
of production. It is therefore not necessary that they 
should be entirely or even mainly guided by the market 
forces. They are likely to follow a strategy which is parti¬ 
ally* independent of the conventional market forces. 
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The issue could be approached from another angle. 
Even on a purely logical plane, it does not sound correct 
to say that in a free market each entrepreneur is at the 
mercy of the conventional market forces over which he has 
no control whatsoever. That is, he has to swim or sink 
according to the mood of the market. This type of situa¬ 
tion would only have an academic interest. Operationally 
it would not be true. ^ 

When an individual undertakes the manufacturing 
risk, it would not be worth undertaking unless he is sure 
of a reasonable return on investment. When he creates 
(manufacturing) capacity, he is optimistic that this would 
yield him an optimum return on investment. Otherwise 
he would not go in for it. This means that he is consciously 
planning an output, which would maximise his private 
gain." And those who do not plan their output with due 
care are bound to face failure. In fact, the rate of bank¬ 
ruptcy is the highest among them. 

Entrepreneurs in Developing Economies and Price 
Mechanism 

If all what we have said above is correct, then one has 
to pose the next question, what has gone wrong with the 
entrepreneurs in developing economies? 

Entrepreneurs in developing economies are in no way 
different from their counterparts in developed economies. 
Thus it is not the behavior^ pattern but the circumstances 
under which they have to work which makes all the differ¬ 
ences. Consequently if entrepreneurs in developing econo¬ 
mies were given an opportunity to work in developed econo¬ 
mies, they would behave exactly the same way as their 
counterparts in developed economies. 

Thus, if the general tendency of entrepreneurs in de¬ 
veloping economies is to take an active interest in trading 

3. Planned output, ns we have already ar^ed out elsewhere, would 
be equivalent to actual output. This is becauso this output woxild 
be reflected in the market forces, or, which is the same thinp, the 
mood of the market would be reflected in this output. 
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(especially in accumulating stocks of scarce commodities) 
than to go in for the manufacturing industry, it is mainly 
due to the fact that both political as well as economic con¬ 
ditions in these economies are not suitable for taking long 
term decisions. Besides, because of the low purchasing 
capacity of the people, the size of the domestic market* is 
extremely small and this is a major hindrance in the intro¬ 
duction of modem techniques of mass scale production. 

This therefore restricts severely the choice in the 
manufacturing industry for the local entrepreneurs, they 
would either manufacture luxury goods which are in 
demand by the local elite, or produce goods for the export 
sector. Generally the second alternative is more popular 
for the simple reason that with a limited domestic market 
even for luxury goods, it is more profitable to import 
these goods from other countries than to manufacture these 
locally. But even the second alternative has its limitation 
for it is a tough job to sell industrial products in the highly 
competitive world market. Consequently, it is the export 
of primary—mainly agricultural and plantation—products, 
which is of main attraction to the local entrepreneurs. 

1. Monopoly Control Over Trade: No wonder that 
with this type of economic environment, which is not con¬ 
ducive for a healthy operation of the market forces, tlie 
emphasis in developing economies should have been on 
trade, and even here on a monopoly control by a handful 
of firms, mainly foreign. 

But at the same time such a monopoly control over 
trade (at least till recently) by foreigners should not be con¬ 
strued to be the only factor responsible for the backward¬ 
ness of these economies.'^ Arguing in this way would 
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amount to admitting that these economies already had the 
requisite development potential as well as a large consumer 
market but because of the behaviour of the foreign mono¬ 
poly interests it was not possible to achieve the goals of 
industrial growth. 

We would argue out slightly differently. Wc would 
say that domestic backwardness, perpetuated because of the 
existence of various market imperfections, could not but have 
encouraged a large scale monopoly control over fo^'eign 
trade in primary products, which were having a thriving 
international demand. In other words, such monopolisation 
was the natural consequence of the prevailing economic 
environment in these economies. This sums up to saying that 
for domestic backwardness in these economies, the foreign 
Administrators were far more to be blamed than foreign 
firms. 

2. Rational Behaviour by I.ocals : When foreign firms 
found it difficult to develop the local economy, within the 
existing economic and financial framework, then one can 
well imagine how very difficult it would have been for the 
local entrepreneurs to undertake this responsibility. Natu¬ 
rally the latter found it far more profitable to assemble local 
raw materials for foreign firms, on agency terms, than start 
some manufacturing industry. 

True, in due course, some of these agents got into 
manufacturing activity. But this they did only after they 
had enough financial backing as well as access to technical 
expertise. However, for a long number of years they con¬ 
fined themselves mainly—rather exclusively—to the pro¬ 
duction of simple consumer goods, the demand for which 
was already known from the import statistics.* 
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Thus while they readily accepted the production of 
consumer goods, they kept away from the basic and capital 
goods industries. This was for obvious reasons. First of 
all, the demand for the products of these industries was 
extremely limited and it was therefore not worth while to 
create capacity which could not have been utilised. Further, 
these industries demanded a liberal access to long term 
finance which was not possible to have in these economies. 
Thirdly, there were formidable technical and managerial 
constraints. 

3. Foreigners in Local Industrialisation: It might 
be asked, if local traders could shift over to the manufactur¬ 
ing activity—though in a very limited way—in due course, 
then what had prevented the foreign trade interests in 
getting into the same? And further, how are we to recon¬ 
cile such an attitude on their part with our early statement, 
that for the slow development in colonies foreign Adminis¬ 
tration was to be blamed and not foreign firms? 

First of all, it is not entirely true to say that foreign 
firms did not participate in local industrialisation. In fact, 
much of the initial manufacturing activity owed to the 
initiative of foreign traders. This can be very well illus¬ 
trated from India’s past development. Here practically all 
consumer industries have been started by the foreigners. 

Summary 

To sum up, it is apparent from the above that the local 
climate in developing economies was not such as to en¬ 
courage a rapid expansion of the manufacturing industry 
in general and heavy and basic industry in particular. 
Because of technological dualism the development of the 
agricultural sector was mainly confined to the periphery— 
specialisation in a few industrial crops. The vast majority 
of the farmers however continued to remain in a state of 
backwardness, and hardly had incentive to shift from the 
subsistence to the monetised sector. As a consequence of 
the separation of the rural sector from the mainstream of the 
urban sector it was not possible to create a countrywide 
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consumer market. Thus the production of manufactured 
goods had to be on a limited scale and this too was mainly 
confined to the selected items. 

Planning and Price Mechanism 

As has been suggested earlier, the backwardness of 
poor economies was not so much due to the operation of 
entrepreneurs as it was due to the conditions under which 
they had to operate. The nature of production was strictly 
governed by the domestic environment. 

Notwi±standing this, these entrepreneurs are usually 
charged with adopting an unpatriotic attitude towards lacal 
development and are mainly held responsible for the back¬ 
wardness in these economies. It is therefore fashionable to 
conclude that unless these entrepreneurs are eliminated and 
.substituted by the public sector industries things would not 
improve. This is another way of stating that the price 
mechanism, operating under the laissez faire conditions, has 
done grave harm to the development of these economies 
and therefore there is a strong case for the State to interfere 
with it. 

This argument is the natural outcome of the thesis that 
both foreign as well as local entrepreneurs (the latter were 
thought to be the henchmen of foreign firms) had done 
more harm than good to the local economy through a 
systematic exploitation of resources. However, one fails to 
understand the logic behind this argument. Surely such 
exploitation of resources was not done with a view to make 
the economies perpetually backward so that foreign as well 
as local entrepreneurs could thrive. 

Wholesale Elimination of Free Market 

Let us next examine the consequence of a wholesale 
elimination of the free market mechanism and its replace¬ 
ment by planned mechanism operated by the State. Will 
this be a significant improvement, over the free market 
mechanism? It would not be and here we agree, though 
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partially, with Harry Johnson' that if the private sector was 
inefficient and not capable of operating manufacturing 
industry at an efficient level, then surely the State could not 
have done the job better either. After all the State merely 
reflects the general mood of the society. 

We said we agree partially with Johnson. We tiiink 
he is slightly unfair to the Stale. In view of its extended 
access to resources in the community, it is in a more com¬ 
fortable position than the private sector in taking an over¬ 
all view of the development of the economy. But then this 
is quite different from pinning all hopes on the State and 
thinking that it would have an all around belter perform¬ 
ance than the private sector. When we put emphasis on 
all around, then we would surely be committing a blunder. 

The State could not show an all around better perform¬ 
ance and neither it would be fair for it to dispense com¬ 
pletely with the conventional market mechanism, for one 
could hardly think of a better allocator of resources than 
this mechanism. 

State a Poor Allocator of Resources 

When decision making is centralised in the State, it 
would be extremely difficult for it to take a large number 
of decisions almost simultaneously. And, without such 
decision making power, it is not possible to make an optimal 
allocation of resources. On the other hand, in a free 
market economy such decisions are aiiiomatically arrived at 
by the planning done at individual producer level, who—as 
it has been seen earlier—would be extremely careful in 
deciding what items to manufacture and in what quantity 
(that is, how much of the productive capacity should be 
created) and thereby renders an extremely useful service to 
the society. 

The State could certainly not descend to the level of 
the individual decision maker—its decisions would be at the 


7. Scp. Leading Isauea <n Development Economics, Fd. G. M. Mcir. 
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macro level and the chances of such decisions turning out 
wrong are far more than decisions arrived at through the 
free market mechanism which has a built-in systern of 
rational decision making/ 

Though lacking in the optimal decision making power, 
the State could nonetheless exert its influence over the im¬ 
provement of the local economic environment and thereby 
encourage entrepreneurs to step up the pace of industriali¬ 
sation. For instance, one of the major hindrances for an 
optimal growth of the private sector is the lack of appropri¬ 
ate overhead facilities in the economy which deny access to 
a wider consumer market. 

The Government should therefore concentrate its ener¬ 
gies in strengthening tlie foundations of the economy, 
through the creation of adequate social and economic over¬ 
head capital. Only then can a strong industrial super¬ 
structure be built up which would impart lasting strength 
to the future development of the economy. 

Harry Johnson Reconsidered 

We again agree with the suggestion put forward by 
Harry Johnson that instead of destroying the market 
mechanism itself the State should create conditions which 
would help the functioning of tlie free market apparatus in 
an efficient manner.* One would perhaps differ with him 
when it is impliedly suggested that free market is near 
costless while the system operated by the State is quite 
expensive. 


8. This, of course, docs uot iue;in that Ojc State, is an irrational 

decision m.akcr. All it implies is tb.it the State beinjj a monoli¬ 

thic institution there aro greater cliances of its decisions not con¬ 
forming to the realities of the economy. The private sector, on 
the other huud, being uon-inonlitbic body and verj* much inter¬ 
ested in profit nmxiniisation would take decisions which aro in 
conformity with the economic realities. 
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Surely free market is not as costless as Johnson thinks 
for behind the decision making by thousands of individuals 
there is the heavy cost incurred by them in planning pro¬ 
duction at individual level and this is reflected in their profit 
expectations. 

Further, the contention made by Harry Johnson that 
llie public sector is likely to commit far more serious as well 
as costly mistakes than the private sector is not wholly true. 
The private sector, which is the aggregation of activities of 
a very large number of entrepreneurs, cannot be immune 
from committing serious mistakes at times. When thousands 
of individuals are planning to create capacity in a particular 
line of production it might be that this has resulted in excess 
capacity. In such cases, there would be a wasteful use of 
resources, which would lead to unemployment as well as 
decline in income. 

Use of Appropriate Incentives and Disincentives 

Supposing that, in spite of the best efforts of the Gov¬ 
ernment to link the economy with modern facilities, tlie 
production in the private sector continues to be confined to 
goods largely catering to the needs of the few rich (which 
would rather be an exception). Here the Stale, in.stead of 
taking over these industries, should induce socially desir¬ 
able output through the use of appropriate policy instru¬ 
ments. For instance, fiscal and monetary incentives could 
be used to encourage the production of social goods and 
positive disincentives (like heavy taxation and other penal¬ 
ties) could be used to discourage the production of luxury 
goods." 


10. This would bo iiu exo<*|>lioii ralhor tliaii tlio iiilo. However, 

th'xti docs conlirni tlic d^iiniiiie role lliat State in eiuoui aging 

appropriate dccifiiou iuakiiig in tlie private se<*for cspociaHy wlica 
tliib bcctor \H Burrountled by ail of inipei fcotioiiH. 

11. In an economy just trying to ilovclop ono <’an easily antieipato 
lapses on the part of the private seetor. '1 his wuulil need en¬ 
couragement and guidance from the State, ('onsequent ly, a fre- 
r|uent use of tlie various policy instrunM'ijts l)y tti<* State should 
iH>t bi* taken as a sign of the failure of th • jai\afe sector, TImm* 
would rather \n necessary to get over tltc te<thiiig troubles. 
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While it is easier for the Government to take over the 
manufacturing industry, it is extremely difficult for it to 
take over the retail trade and agriculture. Unfortunately 
these are the sectors (especially agriculture) which need 
careful attention from the Government but are generally 
neglected.” 

It is not suggested here that the Government should 
take over retail trade as well as the agricultural sector— 
even the hard core Socialists have found it extremely difficult 
to tackle these sectors. What is being suggested, and also 
what follows from the above discussion, is, that, instead of 
flittering away its energies on nationalised industries, the 
State should devote itself to reforming the retail trade as 
well as the agricultural sector. An appropriate approach 
to infrastructure itself as well as improving the information 
service would considerably help to solve the problems of 
these sectors. 


Not a Hoary Cry 

How does the above analysis fit into the argument 
raised, in the beginning of this Chapter, that pl annin g 
should start formulating an optimal employment goal and 
work out targets of production accordingly? Will this 
approach be in conformity with the type of market mecha¬ 
nism that we have advocated above? Putting it slighdy 
differently, with our ultimate goal of not-full-but optimal 
employment, could we leave its fulfilment to the private 
sector knowing fully well that the latter has failed so far to 
achieve this objective? 

As we have consistently pointed out earlier, too much 
should not be made of the failure of the private sector. 
Such failure is not due to the fact that the private sector is 
not keen to make an optimal use of the resources in the 


12. Tills might sound harsh but is a fact. While a lot of enthusiasm 
is displayed in the planning model to develop the manufacturing 
industry and also the scarce resources of the nation are geared to 
this end, agriculture and trade are thought to be of secondary 
importance. 
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community (including manpower) but is principally due to 
the fact that suitable environments for making an optimal 
use of these do not exist. Our conclusion therefore is that 
once new environments are created these would have their 
induced effect on the operation of the private sector. That 
is, the latter would be encouraged to create industrial capa¬ 
city for opimising the employment of resources. 

Of course, in the real world things would not be so 
simple. At times there would certainly arise the need for 
interference by the State in the operation of the private 
sector. This interference would ensure tliat it does not 
deviate from the optimal growth and employment path. 

At the cost of repetition it may be added that while the 
State does not interfere excessively in the operation of the 
free market mechanism, it nonetheless plays an active role 
tn it in the shape of providing basic guideUnes for the 
achievements of the targeted goals of output and employ¬ 
ment. Thus it must see that not only the capacity creat^ 
m different sectors of the economy conforms to these targets, 
but also that an optimal use is made of this capacity. 

Slimming Up 

While Stale (or development) planning is of recent 
origin, planning itself is an old concept—as old as economic 
history. Behind the market facade lies the careful plan¬ 
ning done by a multitude of entrepreneurs who, on the 
basis of past performance of their businesses as well as of 
future market expectations, build up capacity which broadly 
conforms to capacity built under planned development by 
the State. 

As between hundred per cent Socialism and partial 
Socialism, the latter is to be preferred for it is more llexible 
and there are fewer chances of the State committing serious 
technological and resource allocation errors, which could be 
heavily expensive for the community. 

But simultaneously a question arises, how much should 
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this partial Socialism be? There can be no straight answer 
to this. Much would depend upon the conditions obtained 
in an individual economy. But one thing is certain, that is 
a healthy operation of such an economy is conditioned by 
the State of its market mechanism. A free market mecha¬ 
nism, operating under optimal social norms, would be the 
best allocator of resources to different economic activities. 
If, on the other hand, there have been serious misallocations 
of resources in developing economies the fault is not so much 
of the price mechanism, which is generally thought to be 
the principal villain in such allocation, as of the conditions 
under which such a mechanism has to operate. 

The State would therefore do well to keep itself away 
from the manufacturing industry as far as possible and 
instead concentrate its energies in improving the existing 
market structure. Hence the role played by the infrastruc¬ 
ture facilities is supreme. The role of the State, however, 
does not end here. It as well has to use its fiscal, mone¬ 
tary and commercial policies in such a way that the private 
sector does not deviate from the path of optimal resource 
allocation and of employment. 
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Why Economic Development ? 

A question was posed at the start, why interest in economic 
development? We observed that it was the outcome of 
certain recent developments, occurring at international as 
well as national level. 

Nationalism 

Foremost has been the growth of nationalism in poor 
economies, especially in the erstwhile colonies. Such 
nationalism itself has been the result of the imposition of a 
duahstic pattern of development in these areas by the for¬ 
eigners. Under this, a highly developed business sector 
mamly controlled by foreign interests co-existed with a 
traditional sector sunk in appalling poverty and practising 
outmoded techniques of production. 

■^e terrible gap in technology and organisation that 
existed in the two sectors had attracted the attention of the 
ca intelligentsia, which hailed from the well-to-do families, 
ell educated, informed and widely travelled, these members 

^ explosive. They constantly 
gitated against the harmful consequences of the demina- 
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tion by foreign interests over their economies and thereby 
kept the foreigners on their toes. The latter had, in due 
course of time, realised that they could not keep the na¬ 
tionals in colonies or elsewhere in watertight compartments 
and must give them their due. 

Other Factors 

Simultaneously other factors like the two major world 
conflicts, the creation of the International Labour Organi¬ 
sation as well as the October^ 1917 Russian Revolution, 
had also played a significant part in the relaxation of foreign 
hold over these areas, as well as arousing interest in their 
economic development. The Russian Revolution in parti¬ 
cular, was a precursor to state planning, which came to be 
regarded as the most potent instrument for eradicating 
poverty in the poor countries. This, therefore, had dealt 
a heavy blow to laissez faire, a policy which had been 
actively practised by the Western nations for over a long 
period. 

These factors had therefore joined hands in first stimu¬ 
lating interest in economic development and later on giving 
it a practical shape, the best example of the latter is the 
establishment of the United Nations, which has been the 
major instrument in promoting economic co-operation at 
international level. 

\ 

Economic Development—Problems of 
Definition and Measurement 

In the following Chapter we had addressed ourselves 
to a few preliminary issues like, what is economic develop¬ 
ment? Is it different from economic growth? Further, 
was it measurable? 

Economic Growth and Development 

Talking of economic growth and economic develop¬ 
ment, it was observed that the two referred to totally differ¬ 
ent situations. The former referred to the maintenance of 
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a particular growth rate in income which conformed to full 
employment level. This, of course, was not the subject 
of interest for developing economies. Here the mainte¬ 
nance of growth rate would only mean perpetuating poverty. 
Their major interest was therefore how to accelerate the 
growth rate. 

The latter called for the introduction of structural 
changes in the existing techniques of production, in the 
occupational pattern of the labour force (that is, shifting 
them from traditional to new industries), and also in the 
outlook and the behavioral pattern of the local population. 
All this was more related to development economics than 
to growth economics and hence there was need for high¬ 
lighting the role of development economics in so far as 
developing economies were concerned. 

Development Measurable 

Further on we saw that as our main concern was with 
the rate of growth in the level of development, it impliedly 
followed that the concept of development was measurable. 
We had laid especial emphasis on the growth of aggregate 
income than on per capita income. The latter was found 
to be a superfluous index for measuring the rate of change 
m economic development. This was because development 
being a long term process,’ any emphasis on per capita 
income was superfluous, for, over time, there could not have 
occurred a sustained growth in aggregate income if per 
capita income were not rising simultaneously. 

Welfare Considerations 

To suggest that development should have a built-in 
welfare norm was to expect too much from it. In fact, de- 


1 . 
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velopment itself—and rapid development in particular— 
would demand some sacrifice from the people and thereby 
impose certain hardships on them. Of course, such hard¬ 
ships—it was suggested—would only be for a limited period. 
Otherwise the very purpose of economic development itself 
would be defeated. 

Emphasising ‘limited period’, it was further observed, 
that our interest was primarily in undergoing those sacrifices 
which were undertaken so that everybody was better off 
after sometime but not after too long. 

Associating economic development with welfare has 
led some economists to attach larger weight to per capita 
income than aggregate income, for, they argue out, if per 
capita income were rising only then the welfare norm of 
the society would also be rising. This might or might not 
happen. That is, there is no prior relationship between 
the two. However, if aggregate income were rising over 
Time, then, not only per capita income would also be rising, 
equally the welfare of the community would as well as be 
rising. Welfare was, therefore, the function of the rising 
aggregate income and such a rise could not be maintained 
over time unless welfare of the community as a whole were 
not rising. 

National Income the Most Suitable Measuring Stick 

National income accounts were found to provide the 
best possible device for measuring economic development. 
The alternative measures like longevity, the level of educa¬ 
tion. the level of culture and the like were found to be le.'^s 
satisfactory indices for measuring development. Further, if 
national accounts were properly constructed, these would 
also help in making valid international comparisons in the 
levels of living and thus help in the formulation of appro¬ 
priate policy goals for trade and economic development. 

I'urlher, emphasis should be on income at current prices 
and not at constant prices. This was because a steadily 
rising income path could be built with the aid of con- 



135 


Summary, Addilional Remarks and Final iVord 

Slant piices. Rather a continuous, though slow, rise in 
prices would have an encouraging effect on the growth rate. 
This would also help the State in raising larger revenue 
(through appropriate fiscal policy), and thereby facilitate 
financing development projects. Equally, as entrepreneurs 
would be enabled to maximise return on their investments, 
the business activity would be at its new high. The society 
would, as well, benefit, for a steady rise in prices would 
open up new avenues of employment. 


Surpluses and Economic Development 


In the next Chapter we had examined the role played 
by farm surpluses in economic development. It was obser¬ 
ved that it was the availability of wage goods, mainly food- 
grains, which determined the speed of economic development. 
If stocks were in abundance, economic development would 
also follow a smooth path. Otherwise it would run into 
difficulty.’ 

Later on, a discussion was introduced on the basic issues 
involved in the creation as well as in the mopping up of food 
surpluses. The current discussion on the problem was found 
to exaggerate needlessly the difficulties faced in feeding peo¬ 
ple withdrawn from the farm sector and employed for capi¬ 
tal creation. It was argued that, after these labourers were 
withdrawn, there would occur a rapid decline in food pro¬ 
duction. 


This was found illogical. If this were to happen then 
there was no sense in withdrawing these people. In fact, the 
whole purpose of withdrawing them was to reduce their pre¬ 
ssure on farms for their presence was a hindrance to further 
growth in output. Their withdrawal from agriculture would 
therefore provide an opportunity to those who were left be¬ 
hind to reallocate resources and workload so as to obtain an 
optimal output from the land. 



For iiiHt.'iiM-o, uiulor kucIi ;i Kitnation inflation wonM hi* the oliviouH 

Tiio HjMH'Ki nt >vlji<*h it would dovolop would he 
pruportioiuii to spwd at whitdi ilovolojuiiciit taken plaoc*, 
thereby* the old ire impact uf devolopnuuit itself, 
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Objections Examined 

However, this line of approach was objected to by 
certain people. First of all, they argue that diose» left b^ 
hind, after the withdrawal of certain members, would mostly 
be elderly persons who would have a lower work efficiency. 
But this was questioned. Rather one should have thought 
that the work efficiency of the elder members would be high¬ 
er than younger ones because of their experience. 

Further, it is suggested that those who are left behind 
would hike up their consumption at the first available op¬ 
portunity. However, one fails to understand why should this 
happen. To assume that older members have consumption 
propensity equivalent to younger ones would itself be not 
correct. 

It is nonetheless added by the exponents of undercon¬ 
sumption theory that members left behind are victims of 
under-consumption and therefore transference of younger 
members would provide them with an opportunity to make 
good the gap in consumption. This sort of argument does 
not tick up with the theory of under-employment, which 
makes one strong and valid assumption that the total food 
cooked in the family kitchen would be enough to meet the 
normal consumption needs of all members. 

Even if the consumption propensity of those who were 
left behind were to increase—for instance, through frequent 
indulgence in community feasts and ceremonials, from it, it 
did no follow automatically that excess consumption would 
continue for an indefinite period. Rather, it was likely that 
such indulgence, if any, would peter out after it had got to its 
saturation point. 

Surpluses and Terms of Trade 

The role of surpluses was also discussed from the point 
of view of terms of trade between the agricultural and indus¬ 
trial sectors. Even if the terms worsened—that is, these fav¬ 
oured the industrial sector (which would rather be a remote 
possibility)—our conclusion was that these would not adver- 
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sely effect the output in the agricultural sector. One of the 
major factors behind this was that once the fanners had got 
used to a new standard of living, they would not like to give 
it up merely because the trading terms had got worse. It 
might even happen that such unfavourable terms provide posi¬ 
tive incentive to farmers (of course, within limits) to increase 
output. 

Further on a problem was posed, was there any possi¬ 
bility of foodgrains to be produced in excess of domestic re¬ 
quirements ? This appeared to be a possible situation in 
economies, where the income elasticity of demand for food- 
grains, was very low, and not in developing economies, for 
here the demand elasticity was rather very high. 

1. Foodgrains to Occupy Priority No, 1 in Agri¬ 
culture : However, a rising income level over time, would 
bring about diversification in the consumption pattern of 
the people. Such diversification would also be reflected 
in the cropping pattern of the farmers, who would now he 
engaging themselves more frequently in industrial crops. 
This would surely affect foodgrains production. However, 
as this situation needed to be avoided in the interest of long 
term development, it was suggested that appropriate incen¬ 
tives should be provided to the farmers to increase food- 

grains output and avoid excessive diversion of land to alter¬ 
native crops. 

In fact, it was even suggested that developing econo¬ 
mies would be no worse off if they were to have over-pro¬ 
duction in foodgrains; but perhaps they would be worse otf 
if they were to face over-production in alternative crops. 
This was based upon the fact that while synthetic goods 
v'ere active in replacing industrial farm products, this was 
not so in the case of foodgrains (still synthetic food is a 
remote possibility). 

2. Minerals Preferred to Indusirial Crops: It was 
further observed that as between agricultural raw material 
3nd minerals, the latter enjoyed a higher growth inducing 
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advantage. This of course was based on the assumption 
that the country was endowed with appropriate minerals. 

industrialtsation and Balanced Growth 

Notwithstanding the important role food surpluses and 
minerals played in economic development, it was at the 
same time felt that the growth drama would be incomplete 
without the industrial sector. The latter, in fact, made a 
heavy demand on the inputs produced by the other two 
sectors.’ Thus there was a strong c^e for balanced de¬ 
velopment between agriculture and industry. This, how¬ 
ever, could only be promoted through a vigorous interfer¬ 
ence by the Government, and therefore could not be left 
at the mercy of the market forces. 

We also tried to spell out the various concepts pertain¬ 
ing to balanced and unbalanced growth. In most of th^e, 
it was observed, a larger emphasis was laid on industrialisa¬ 
tion which was thought to be the only prescription for 
promoting rapid development. Some of the growth econo¬ 
mists had even adopted a negative attitude towards agri¬ 
culture and thought that the root cause of backwardness in 
these economies was their agriculture. Thus energies 
devoted to rehabilitate agriculture would merely ^ve rise 
to a wasteful use of resources. The latter could be, so 
continues the argument of these economists, more effectively 
devoted in creating a package programme of industry and 
infrastructure facilities. 

On the contrary the sympathisers of unbalanced growth 
consider economic development to be exclusively the func¬ 
tion of setting up of key industries. The latter should, 
consequently, receive a very high priority in the strategy of 
economic development. They are further convinced that 

3. This, of courw, iloos not meniit tbnt the manufacturing 

not an important consumer of agricultural raw materials. All i 
meaiia is that in the determination of priorities the first place 
would have to he accorded to foodgrnins, then to minerals and 
last to agricultural raw materials. However, if the econom.v is 
not endowed with appropriate minerals, then, of course, agricul¬ 
tural ruAV materials would have priority next to foodgrains. 
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once the leading industries got cracking other sectors of the 
economy would follow up automatically, as if these were 
only waiting for the emergence of leading industries. This 
was found to be unconvincing. 

It was concluded that both balanced and unbalanced 
growth theories, which generally relegated agriculture into 
backgiound, failed to offer any concrete solution to the 
problem of development. It was, therefore, necessary to 
develop an alternative theory of balanced development 
which accorded an appropriate place to agriculture. 

Balanced Development 

In this Chapter we had shifted from balanced growth 
to balanced development. Our focus being on development 
and not on growth, thus it was necessary that a theory of 
balanced development was evolved which could be found 
useful for the growing economies. In this theory emphasis 
was laid on ‘systematic intersectoral development’. But 
such intersectoral development did not at the same time 
imply that all sectors should be growing at a uniform rate. 
Here the sectors had to grow at a unique rate depending on 
the weight that they were able to exert on the overall rale 
of development. Thus differential sectoral rates of de¬ 
velopment and even differential intersectoral rates of de¬ 
velopment were perfectly justified in the theory of ‘syste¬ 
matic sectoral development’. 

Planning and Optimal Resource Allocation 

As to what should be the rate of such ‘systematic inter¬ 
sectoral development’, it was suggested that much would 
depend upon the unique development potential of individual 
economy. It was here that economic planning assumed a 
significant role. The planning process should not be so 
much concerned with the building up of huge public sector 
projects but should try to use those policy instruments which 
would encourage an optimal resource allocation in the 
economy. Thus; instead of getting entangled in a myriad of 
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industrial and trading activities, which could safely be left 
to the care of the private sector, the State should try to con¬ 
centrate its energies on those activities (especially infrastruc¬ 
tural facilities) which would have a large growth inducing 
effect in the economy. 

A New Look at Investment Criteria and Alternative 
Techniques of Production 

We had subsequently moved on to the specific problem 
of investment (investment criteria) and alternative choice in 
techniques. A large part of the current discussion, on both 
these problems, was found to be highly controversial and 
abstract—having little practical utility. It was, therefore, 
felt that economic development could not be had through 
concentrating exclusively either on the maximisation of the 
growth rate or on the maximisation of employment. It was, 
on the other hand, a complex process which called for a 
careful prospecting of an appropriate technique mix by the 
Planning Commission. 

In this context it was suggested that the alternative 
approach of productive capacity would provide an appro¬ 
priate solution to the problem. When the goal of economic 
development was to have a full utilisation of the rated capa¬ 
city, it followed from it that capacities in different sectors 
of the economy would be so created as to assure their full 
exploitation. And, when this approach was adopted, the 
problem of technological choice was easy to handle. Rather, 
it was neatly subsumed in the rated capacity. 

Problems of Capital 

The theory of optimal capacity, as developed in the 
previous Chapter, would also have an important bearing 
on the determination of the total requirements of resources 
of the economy, as well as the sources from which these 
were to be tapped. Taking up the specific instance of 
foreign capital, needed for accelerating the pace of econo¬ 
mic development, the concept of capaity output was found 
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to provide a reasonably reliable index for evaluating the 
requirement of such capital. In fact, when attention was 
focussed on such a norm, there would automatically be a 
careful budgeting of capital. 

It was further observed that the developing economies 
generally suffered from foreign capital illusion. That is, 
they thought that such capital could be borrowed in any 
amount and also that since it bore a nominal rate of interest 
it was almost costless. However, our conclusion was that 
it was neither available in any amount, nor it was costless. 
Rather it was excessively expensive and imposed a heavy 
burden on the borrowing countries. 

Consequently, if larger attention were devoted to the 
creation of optimal capacity, warranted by the optimal 
growth of output, then a larger attention would also be 
given to the mobilisation of domestic resources thereby 
reducing dependence on foreign capital to the minimum 
possible level. 

Population and Economic Development 

In the next Chapter we had moved on to the role of 
population (or labour force) in economic development. It 
was stated that the growth of population could not be 
treated as an independent variable (that is, independent of 
economic development). For example, there was a general 
belief that this was exclusively the outcome of the expan¬ 
sion of health facilities. We did not find much substance 
in this statement. Rather it was concluded that with econo¬ 
mic development better health facilities would as well emerge 
and these in turn would promote further economic develop¬ 
ment. Thus all three variables—economic development, 
health facilities and population growth—were interdepen¬ 
dent and not independent of each other. 

Then we had examined the ambiguity suggestive in the 
argument, so often put forward by the demographers, that 
there was a maximum population growth phase in the popu¬ 
lation path beyond which it would not go. Rather, it was 
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emphasised that with appropriate time lags, it would start 
receding from the maximum growth point and ultimately 
stabilise itself at a growth level which corresponded to the 
desirable standard of living. 

It was, however, found to be not a happy observation 
and was open to criticism. First of all, should the maxi¬ 
mum population, that a particular economy could reach, be 
that which could be reversed? It might be that such a 
maximum population was the one which conformed to 
optimal population so that there was no case for its reversal. 
Further, the optimal population point was not the one 
which was determined but once. It was invariably a shift¬ 
ing point following the path of the standard of living. 

Our suggestion, therefore, was that among the alterna¬ 
tive population paths optimum population had a greater 
operational significance for developing economies. Thus 
an appropriate understanding of this concept would help in 
the building up of an optimal strategy for economic de¬ 
velopment, which would as well conform to the optimal 
rate of development. 

It was also suggested that appropriate weight should be 
given to population in the development models which gene¬ 
rally gave a larger weight to capital than to population. It 
was because of such wrong priority determination that it 
was not unusual to find that most of these models came to 
grief. 


Planning and Price Mecha 


non 


In this Chapter it was suggested that, while for speed¬ 
ing up economic development, planning was essential, the 
latter should, however, be confined only to those fields 
which failed to attract investment from the private sector 
and which were also of the nature that without these it was 
not possible to attract a large scale private investment. For 
instance, it was only after the basic facilities as well as 
inputs were available that there would occur a rapid growth 
of the private sector itself. 
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We aliO had the opportunity to examine the factors behind 
seemingly old behaviour of the private sector in developing 
economies, where, it generally preferred to invest either for 
aecumulating stocks of scarce products or tor manufactur¬ 
ing those goods which had a selective market confined to 
the richer members. However, it was found that theie was 
nothing odd about their behaviour. It was in full con¬ 
formity with the existing environment in poor countries 
which did not encourage long term investment. However, 
the moment appropriate changes w-erc made in this environ¬ 
ment, there would also oecur contra changes in the outlook 
and behavioral pattern of entrepreneurs in developing econo¬ 
mies. In other words, they would now be motivated to 
manufacture goods which cater to the requirements of the 
mass domestic market. 

It was, therefore, suggested that the free market mecha¬ 
nism has still an important role to play in developing econo¬ 
mies. its substitution by a comprehensive Slate control 
over production and distribution was neither desirable nor 
feasible, it was not desirable for when the private sector 
could do the same job as ellicienlly as done by the State 
(perhaps even more elliciently), tlien there was no point in 
duplicating clforls. It was not feasible because technical 
and financial resources being extremely scarce it was essen¬ 
tial that these were employed productively. Putting it 
slightly difl'erently, the capacity created in the dillercnt 
sectors of the economy should conform to its overall de¬ 
velopment requirements. 

Thus the job of planners, it was concluded, was that 
of determining appropriate capacities to be created in difler- 
ent sectors of the economy which should conform to the 
optimal resource utilisation; but they should leave the ful¬ 
filment of various production targets to the private sector. 
How far these targets are achieved would very much depend 
upon the fact as to how far the planners have succeeded in 
creating an appropriate climate for the healthy functioning 
of the private sector. 
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Final Word (?) 

There is no final word in the theory of economic de¬ 
velopment. As this is a continuing and growing process, 
new ideas and new techniques would continue to emerge. 
However, our discussion has tried to suggest that there is 
need for some rethinking on the current approaches, (a) to 
the problem of utilisation of farm surpluses for economic 
development, (b) to the theory of balanced growth, (c) to 
the accumulation of capital and (d) to the population and 
planning problems. 
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